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PROBLEMS OF THE RAILROADS 


MONDAY, MARCH 24, 1958 


Unitep States SENATE, 
CoMMITTEE ON INTERSTATE AND FoREIGN COMMERCE, 
SUBCOMMITTEE ON SURFACE TRANSPORTATION, 
Washington, D.C. 


The subcommittee met, pursuant to adjournment, at 10 a. m., in room 
G-16, Capitol Building, Senator George A. Smathers, presiding.? 
Senator SmatHers. Gentlemen, the meeting will come to order. 

I might say because of the large number of witnesses who have re- 
quested they be heard at these hearings, that we have had to schedule 
an additional hearing over that as was originally planned, and as you 
gentlemen all know, thus far we have had testimony from the rail, 
the motor, the air, and water carriers. 

Today we are going to begin a series of hearings at which the vari- 
ous users, Government and other public witnesses will be scheduled to 
appear. 

‘his morning we are going to have testimony from the so-called 
user groups. 

I want to say that I am most appreciative and I know Senator 
Schoeppel is, as we all are, for your being willing to move your testi- 
mony up to today, and help us get in a few more of those who have 
asked to be heard and we didn’t have time to hear. 

As we have been doing in the past, we would like greatly if you 
would let us make your statement in full a part of the record and 
then brief your statements as best you can rather extemporaneously. 

Our first witness is Durward Seals, traffic manager, United Fresh 
Fruit & Vegetable Association, here in Washington. We will start 
with Mr. Seals. 


STATEMENT OF DURWARD SEALS, TRAFFIC MANAGER, UNITED 
FRESH FRUIT & VEGETABLE ASSOCIATION 


Mr. Seats. In accordance with your wishes, I would like to have 
the statement incorporated in the record as if read and I will sum- 
marize it. 

Senator SmatTHers. We will be delighted to do that. 

(The statement of Mr. Seals is as follows :) 

Mr. Chairman and members of the subcommittee, my name is Durward Seals. 


I am traffic manager of the United Fresh Fruit & Vegetable Association. This is 
a national trade association, with headquarters in Washington, D. C., having 


1 Staff members assigned to these hearings: Frank L. Barton and William L. Kohler. 
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nearly 2,800 members, residing in all of the States, who are engaged in growing, 
packing, shipping, and distributing fresh fruits and vegetables. 

Because of the nutritive value of fresh fruits and vegetables, their necessity in 
a balanced diet, and their significance as protective foods, they play an impor- 
tant part in the food supply of this Nation. The growing population has caused 
more production, which, in turn, has necessitated more transportation service. 

The importance of this service to the national economy is clearly evidenced 
by the fact that fresh fruits and vegetables represent one-fourth of the total 
average per capita consumption of food in the United States. 

Our object in presenting this statement to you is to dwell briefly upon the sub- 
ject of so-called exempt haulers, regulation of whom has been injected into 
these hearings as a possible solution, in part at least, of the problems of the 
railroads. At its annual convention in January 1958, our association, con- 
cerned lest its members be deprived by legislation of the flexibility, efficiency, 
and economy of the services of these exempt haulers in the carriage of their 
fresh fruits and vegetables, passed a resolution in which it affirmed its belief 
in the necessity for maintaining the historical exemption from regulation 
(except as to safety and hours of service) of the carriers of fresh fruits and 
vegetables and in which it authorized its officers to take appropriate action 
looking to preservation of that exemption. I am offering this statement in 
furtherance of that resolution. 

Any legislation which would bring under complete Federal regulation the 
exempt haulers of fresh fruits and vegetables—now, by virtue of the terms of 
section 203 (b) (6) of the Interstate Commerce Act, subject to regulation only 
as to safety and hours of service—would necessarily be in the nature of 
grandfather legislation, corresponding in character to that which was enacted 
in 1935, when the Motor Carrier Act, 1935 (now part II of the Interstate Com- 
merce Act) became law. 

Section 206 (a) of that act provided for restricting each motor common carrier 
in interstate or foreign commerce in such way that for the future it would be 
required to operate “over a route or routes or within the territory” over which 
or within which it had been in bona fide operation. Pursuant to that restric- 
tion, the Commission, by either formal or informal procedures, limited all 
“grandfather” motor common carriers to the exact route or routes or territory 
over which or within which they had continuously rendered a substantial 
service prior and subsequently to the “grandfather” date—June 1, 1935. 

If such carriers were then unable to establish that they had operated with 
some regularity or frequency within a given territory, they were denied author- 
ity to operate there thereafter. 

It is fair to assume that the exempt haulers of fresh fruits and vegetables, 
who do not confine themselves at any given time to any given territory, would 
find it literally impossible to prove, in response to “grandfather” legislation, 
that they had operated regularly or frequently in even a substantial proportion 
of so vast a nation as ours and would therefore find themselves holding certifi- 
cates to operate in a limited area only. 

But such restrictions would be exceedingly injurious to our members. The 
exempt haulers, who are now free to operate wherever they may elect, have per- 
formed an indispensable transportation service for our industry. Their ability 
to travel on short notice to a given producing area and to transport its perishable 
products to any given destination or series of destinations which the producers 
might specify, has enabled them to provide a flexible and invaluable mode of 
transportation which has not been, and could not now be, performed by the 
railroads or by the certificated motor carriers. 

Without this type of transportation, many producers would have found it 
necessary to curtail production or to leave their crops in the fields because of 
their inability to obtain, when needed, a sufficient number of suitable rail refrig- 
erator cars or sufficient suitable motor-carrier equipment for the transportation 
of these fresh fruits and vegetables. 

It must be remembered that fresh fruits and vegetables are highly perishable; 
that most of them cannot be stored for long periods or carried over from one 
season to another; and that many of them (as, for example, berries and leafy 
green and yellow vegetables) cannot be stored at all, but must be harvested and 
sent to market immediately. 

Expedited transport has always been considered a must in our industry. 
Hence it is extremely important that the growers, packers, and shippers have 
available to them at the many thousands of widely scattered points of produc- 
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tion a large number of motor carriers who can transport the traffic to whatever 
destination may eventually be chosen by the shipper. 

Almost 3 years ago it was estimated that there were between 1,300,000 and 
1,500,000 carload equivalents of fresh fruits and vegetables being transported 
annually by rail and by motortruck from producing areas to markets, and that, 
of this quantity, from 500,000 to 700,000 carlot equivalents moved by motortruck. 
The exact figures as to the total movement of fresh fruits and vegetables by 
motor carrier, including certificated and private motor carriers, are not avail- 
able, but it is a matter of common knowledge that a very large proportion of 
the tonnage of fresh fruits and vegetables is moved by the exempt hauler. And, 
as I stated previously, the growing population has caused greater production 
and has thus necessitated more transportation service. 

The circumstances would be changed immediately and radically if the now 
“exempt” haulers found themselves, under regulation, with rigid certificates 
which authorized them to operate in the carriage of fresh fruits and vegetables 
in a limited area, as, for example, from Florida to the Eastern States. When 
there came a need for immediate transportation of perishables from Florida to 
the Eastern States, only those carriers holding a certificate to perform that 
transportation could answer the call. 

And, as still another example, if there came a similar need on perishables 
from Michigan to St. Louis, only the carriers holding a certificate to operate 
between those points could answer the call. The examples could be many hun- 
dreds of times multiplied. Whereas now our shippers have available to them 
an almost inexhaustible supply of transportation by exempt carriers, they would 
almost certainly find themselves in the future with a sharply curtailed supply. 
There can be no question whatsoever that the effect upon the members of our 
association would be disastrous. 

The.e is the further fact that under such regulation the shipper would fre- 
quently be deprived of the opportunity to test the intermediate markets. As 
we have just said, fresh fruits and vegetables must move when ready. They 
cannot be held in the field or orchard while awaiting a better market. They 
must be placed in transit, whatever the state of the market. Faced with this 
uncertain prospect, the shipper must be given the widest possible latitude for 
disposition of his products. In this respect, these products differ radically from 
the ordinary so-called dry freight. 

By the use of the exempt haulers, the shipper of fresh fruits and vegetables 
has available to him an opportunity to start his products moving until he finds 
a market at which they can be sold to advantage. This is because there is no 
restriction upon the territory which the exempt hauler may serve. One simple 
example will suflice to establish the embarrassment and financial loss which 
the producer or shipper might suffer if he did not have always at hand a carrier 
which could make deliveries anywhere at all. A shipper in Harlingen, Tex., 
who has not arranged a sale but must start his perishables moving, will 
forward a truckload by exempt hauler to Tulsa, Okla., with the intention of 
diverting it in transit or reconsigning it to some other point if he cannot sell it 
advantageously in Tulsa. 

When the shipment reaches Tulsa he may be forced to try the market in 
Denver, Colo., let us say. If his shipment is moving by an agricultural hauler, 
he has no problem. He can divert or reconsign it to Denver. But if the exempt 
haulers have been brought under Federal regulation, whatever carrier happened 
to be available at Harlingen when the shipment had to be placed in transit 
might not have the authority to serve Denver. 

And seldom, if ever, would this previously exempt hauler maintain through 
routes with other authorized carriers or arrangements for interchanging his 
trailer with a connecting carrier so that the loaded trailer could go forward on 
to Denver without breaking bulk. 

Frequently, moreover, shipments of fresh fruits and vegetables are diverted 
a number of times in transit; with each diversion, the necessity for having 
available the flexible service of a carrier which is not held to a limited-destina- 
tion territory becomes greater. Only the exempt hauler can render this elastic 
service from and to the thousands and thousands of points from and to which 
fresh fruits and vegetables are distributed. The fresh fruit and vegetable 
industry must have the services of these exempt haulers. It would be quite 
impossible to overstate their importance to our industry. 

The Congress should not overlook, either, that if the exempt haulers were 
placed in a virtual geographical straitjacket by confining them to given areas 
of production and given destinations, they might very well find themselves at 
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times without sufficient traffic to enable them to exist. The recent freeze in 
Florida furnishes an unfortunate example of what I have in mind. Any carrier— 
and there would almost inevitably be many—which held a certificate to operate 
solely in the carriage of fresh fruits and vegetables between Florida, on the 
one hand, and our Eastern States, on the other hand, would have been driven 
into almost inimediate bankruptcy for lack of flexibility. It could not have 
shifted its operations elsewhere, as it can do today. In transportation parlance, 
it could not have “followed the traffic.” 

And other acts of God, such, for example, as floods along the Texas coast or 
protracted droughts, could likewise militate against the now exempt haulers 
if they were held within inflexible territory limits. 

And all of these unhappy results would be brought about notwithstanding, 
as stated by the court in Interstate Commerce Commission v. Kroblin (212 F. 
2d 555), that through the years since the passage in August 1935, of the Motor 
Carrier Act, 1935, every amendment which the Congress has made to section 
203 (b) (6) of the Act has been toward broadening and liberalizing the exemp- 
tion, and that the Congress, although often importuned to do so, has uniformly 
and steadfastly refused or rejected amendments which would either directly 
or indirectly have denied the benefits of the exemptions contained therein to 
truckers engaged in the carriage of exempt commodities. 

It will be remembered, too, that the strongest criticism of section 203 (b) (6) 
and of the exempt carriers stems from the growing list of commodities which 
have been found by administrative and judicial interpretation to fall within 
the purview of that section. 

For many years after the passage of the Motor Carrier Act, 1935, until there 
came this fairly recent disposition—particularly on the part of the courts—to 
construe section 203 (b) (6) as including a long list of various and sundry 
articles which had never before been believed to be the subject of exempt 
transportation, there had been scant criticism of section 203 (b) (6). 

The carriage by exempt haulers of fresh fruit and vegetables, which have 
fallen within the scope of the exemption from the very beginning, cannot be 
found, therefore, to be the real seat of the complaints. 

In support of this last statement, I respectfully invite the attention of the 
subcommittee to the statement by Mr. Milton Ratner, president of Emery 
Transportation Co., a regulated motor carrier, which operates some 550 mechani- 
cally refrigerated trailers and specializes in the transportation of foodstuffs, 
raw and processed. 

Mr. Ratner, speaking as a representative of that segment of the regulated 
trucking industry which is devoted to the transportation of perishable commodi- 
ties, made it plain that they “would not disturb present exemptions for grains, 
cotton, fresh fruits and vegetables, ordinary livestock, live poultry or other raw 
or prime agricultural commodities,” but, rather, would restore conditions as 
they prevailed “for nearly 20 years prior thereto.” Mr. Cyrus B. Weller, chair- 
man of the Board of Frozen Food Express, likewise a regulated motor carrier, 
stated, for the American Trucking Association, that “We seek no change in the 
present exemption for raw or prime agricultural products or livestock.” 

If we keep in mind that the suggestion for complete regulation of the new 
exempt haulers has its roots or at least its genesis in the asserted financial 
plight of the railroads, it becomes of deep interest that the railroads could not 
possibly meet all the shipping needs of the fresh fruit and vegetable industry. 

There has been a steady decline in the ownership of the RS-type refrigerator 
ear, which is the end-bunker type of car most commonly used for the transpor- 
tation of fresh fruits and vegetables. As of January 1, 1939, there were 123,958 
RS-type refrigerator cars in service; as of January 1, 1952, there were 102,679 
such cars, or a decrease of 21,279. As of January 1, 1958, there were 93,502 
RS-type refrigerator cars, of which about 5 to 5.5 percent are regularly out of 
service awaiting repairs. 

Yet, as I said at the outset of this statement, along with this steady decline in 
the number of available rail cars have come an increase in production of fresh 
fruits and vegetables and a consequent increase in need for transportation 
service. Manifestly, full regulation of the hitherto exempt haulers is not the 
solution of the railroad problems. 

It is pertinent to add that a vast number of the points at which fresh fruits 
and vegetables originate are not served by railroad. As the subcommittee is 
aware, during recent years the railroads have abandoned thousands of miles of 
trackage. 
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Yor all the foregoing reasons, the United Fresh Fruit & Vegetable Association 
respectfully requests that the Congress do nothing to disturb the traditional 
exemptions provided for carriers of fresh fruits and vegetables. Such action 
would work a great hardship upon our industry without compensation gain for 
any other. 

Mr. Seats. Mr. Chairman and members of the subcommittee, my 
name is Durward Seals. I am traffic manager of the United Fresh 
Fruit & Vegetable Association. This is a national trade association, 
with headquarters in Washington, D. C., having nearly 2,800 members, 
residing in all of the States, who are engaged in growing, packing, 
shipping, and distributing fresh fruits and vegetables. Our object in 
presenting this statement to you is to dwell briefly upon the subject 
of so-called exempt haulers, regulation of whom has been injected into 
these hearings as a possible solution, in part at least, of the problems 
of the railroads. 

At our annual convention in January of this year, our members 
passed a resolution affirming their belief in maintaining the histori- 
cal exemption for carriers of fresh fruits and vegetables. 

Any legislation which would bring the exempt haulers of fresh 
fruits and vegetables under complete economic regulation would 
necessarily be in the nature of grandfather legislation, similar to that 
when the Motor Carrier Act of 1935 was enacted. 

Based on past experience we feel the exempt haulers would find it 
difficult to prove they operated over a wide territory and would find 
themselves holding limited certificates to operate in a limited area, if 
they were brought under such regulation. 

The exempt haulers who are now free to operate wherever they may 
elect, have performed an indispensable transportation service to our 
industry. They have and are now performing a flexible and invalu- 
able method of transportation which has not been and could not now 
be performed by the railroads or by the certificated motor carriers. 

There are between 1,300,000 and 1,500,000 carload equivalents of 
fresh fruits and vegetables being transported annually by railroad and 
motortruck. Of this quantity, from 500,000 to 700,000 carlot equiva- 
lents move by motor carrier. While no exact figures are available, it 
is well known that a substantial portion of this traffic moves by the 
so-called exempt hauler. 

The strongest criticism of section 203 (b) (6) and of the exempt car- 
riers stems from the growing list of commodities which have been 
found by administrative and judicial interpretation to fall within the 
purview of that section. For many years after the passage of the 
Motor Carrier Act, 1935, until there came this fairly recent disposi- 
tion—particularly on the part of the courts—to construe section 203 
(b) (6) as including a long list of various and sundry articles which 
had never been believed to be the subject of exempt transportation, 
there had been scant criticism of section 203 (b) (6). 

The carriage by “exempt” haulers of fresh fruits and vegetables 
which have fallen within the scope of the exemption from the very 
beginning, cannot be found, therefore, to be the real seat of the com- 
plaints. 

In support of this last statement, I respectfully invite the attention 
of the subcommittee to the statement by Mr. Milton Ratner, president 
of Emery Transportation Co., a regulated motor carrier, which oper- 
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ates some 550 mechanically refrigerated trailers and specializes in the 
transportation of food stuffs, raw and processed. Mr. Ratner, speak- 
ing as a representative of that segment of the regulated trucking in- 
dustry which is devoted to the transportation of perishable commodi- 
ties, made it plain that they “would not disturb present exemptions 
for grains, cotton, fresh fruits and vegetables, ordinary livestock, live 
poultry, or other raw or prime agricultural commodities,” but, rather, 
would restore conditions as they prevailed “for nearly 20 years prior 
thereto.” 

The railroads could not possibly meet all the shipping needs of the 
fresh fruit and vegetable industry. There has been a steady decline 
in the ownership of the RS-type refrigerator car, which is the end- 
bunker type of car most commonly used for the transportation of 
fresh fruits and vegetables. As of January 1, 1939, there were 123,958 
RS-type refrigerator cars in service; as of January 1, 1952, there were 
102,679 such cars, or a decrease of 21,279 cars. As of January 1, 1958, 
there were 92,502 RS-type refrigerator cars, of which about 5 to 5.5 
percent are regularly out of service awaiting repairs. 

For the reasons set forth in our statement, we respectfully urge that 
the Congress do nothing to disturb the traditional exemption provided 
for carriers of fresh fruits and vegetables. Such action would work 
a great hardship upon our industry without compensating gain for 
any other. At this point I would like to say we are in hearty agree- 
ment with both the railroads and the certificated carriers in their 
efforts to have the transportation tax on property repealed. This is 
a discriminatory tax that falls heavily on our members who are located 
long distances from their large terminal markets and we would like to 
see it repealed. 

In that connection, we are indebted to you, Mr. Chairman, and the 
other members of this subcommittee, for your action in having the 
amendment to H. R. 7125 introduced, and we hope that the Congress 
will give it favorable consideration. 

Senator Smaruers. Thank you very much, Mr. Seals. 

Senator Schoeppel, do you have any questions? 

Senator ScHorpreL, Just one observation. I note what you say 
about grandfather rights not allowing the flexibility of operation that 
your group of carriers are now enjoying. Heretofore as I am sure you 

now, whenever there has been legislation that affects some of these 
groups, in the interest of fairness, generally speaking they have had 
some approach to granting of grandfather rights. You do not think 
that this could be done in your class of carriers? 

Mr. Seats. We are doubtful that it could be done, Senator, unless 
the legislation was written so broadly that it would not require a 
great deal of effort on the part of these owner-operators to come in 
and prove that they had been operating in that territory. 

Based on the past action of the Commission in awarding rights 
under the Motor Carrier Act of 1935, we think it would be difficult 
for these owner-operators to come in and prove that they had operated 
in the territory in which they had been doing business prior to the 
enactment of some legislation, assuming it were put into effect. Be- 
cause they would have to prove that they had operated there regularly 
and customarily. 
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We don’t think they would be able to do it. We are afraid that 
they would wake up with restricted rights and as a result of that we 
would not have the transportation we have today. 

Senator Scuorrret. You do feel, however, though, do you not, that 
in this classification group that you should have some standards of 
operating and you wouldn’t want everybody making inroads into that, 
would you, even in the group that you represent ? 

Mr. Seats. I don’t quite follow what you mean. 

Senator Scuoerre.. In other words, there has to be some rules and 
regulations and there should be some definite demarcation that should 
be applied to this group. Would you require them to carry the in- 
surance requirements and to meet all the safety provisions? Some of 
us have had indications and instances pointed out where they are 
bordering over in some of their operations on some of the common 
carriers. 

You would, of course, frown on that, I presume ? 

Mr. Seats. Yes. They are subject to the safety regulations now. 
Certainly if they are engaged in illegal transportation they should be 
prosecuted under the terms of the act. We carry no brief for those 
people who are operating illegally. 

Senator ScHorrret. What do you say about the policing phases of 
this now? Do you think it is properly policed ? 

Mr. Srats. | think the Commission is doing a good job in the past 
year or two, as far as safety regulations. 

As far as the policing of illegality, I believe that is something that 
is up to the trucking industry, itself, and to the Interstate Commerce 
Commission. 

Senator Scnorrret. Are they doing a pretty fair job to police it 
within their organization, do you think ? 

Mr. Seats. We have had no complaint from our end. I wouldn’t 
know otherwise the complaints that come to the Commission. 

Senator Scuoerren. Thank you. 

Senator Smatuers. Mr. Barton? 

Mr. Barton. You mentioned that you want to keep fresh fruits 
and vegetables exempt from regulation. How do the members of the 
United Fresh Fruit & Vegetables Association feel about making 
frozen fruits and vegetables subject to the ICC regulations? 

Mr. Sears. That wasn’t covered in our resolution, but from corre- 
spondence I have had with various segements of the industry, I do 
not believe we would have any objection to having frozen fruits and 
vegetables placed back under regulation. They were found to be 
subject to regulation by the ICC in a determination case several years 
ago. We were active in that case and we had no complaints from 
any of our members concerning the decision at that time. 

Mr. Barton. So you think the courts have gone probably too far in 
making them 

Mr. Sears. In my own opinion I would like to see them (frozen 
fruits and vegetables) regulated. 

Mr. Barton. Thank you very much. 

Senator Smatuers. Thank you very much. 

The next witness, another longtime friend and able witness, Mr. 
Matt Triggs. Matt, we will be glad to hear from you. 
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STATEMENT OF MATT TRIGGS, ASSISTANT LEGISLATIVE DIRECTOR, 
AMERICAN FARM BUREAU FEDERATION 


Mr. Trices. Good morning. Thank you, Mr. Chairman. 

Senator Smatuers. Off the record. 

(Discussion off the record.) 

Mr. Tricas. We have submitted a statement to the committee which 
sets forth the views of the American Farm Bureau Federation on a 
number of the recommendations that have been made by the railroads. 
We strongly support the proposal for termination of the Federal 
transportation tax and hope that the amendment to the H. R. 7125 
that has been filed by most members of this committee can be enacted 
this year. 

We agree with the railroads that subsidies to competing forms of 
transportation, and we don’t try to define this in great detail, should 
be terminated. 

We support the view of the railroads that they should not be re- 
quired to support retirement and unemployment insurance programs 
more generous than those supported by their competitors. We favor 
reduction in the depreciation period applicable to investment in rail- 
road properties. 

Our statement reflects our concern with respect to uneconomic serv- 
ices and practices and the need for their termination, whether imposed 
by regulatory authority or labor-management contract, and our con- 
cern with the impact of such restrictions on rail rates and services. 

Most of our statement is devoted to the agricultural exemption of the 
Motor Carrier Act. Our statement sets forth in some detail the reasons 
we believe the exemption is essential to efficient marketing of farm 
products. 

I would like to summarize this very briefly. 

First, efficient marketing of farm products necessitates in many 
cases, and in an increasing number of cases, direct movement from the 
farm to consuming markets, a service that few common carriers pro- 
vide; nor do their certificates require or even authorize them to do so. 

Second, common carriers do not serve many rural areas, particularly 
where transportation needs are thin. They just pass through such 
areas. 

Third, efficient marketing, to get the best price, necessitates fast and 
direct movement from origin to many markets fanning out in all direc- 
tions, a service that common carriers cannot provide in many instances 
without circuitous routing, interchange of equipment, delays and sub- 
stantial costs. 

Fourth, exempt haulers often provide a personalized service, by a 
hauler more responsive and understanding of shipper needs and more 
experienced in handling the particular product than the employees of a 
large organization can be. 

Fifth, the freedom of entry into exempt hauling provides a trans- 
portation pool in periods of heavy seasonal movement of farm 
products. 

Sixth, exempt haulers in many instances perform a marketing as 
well as a transportation function, a service that common carriers can- 
not provide. 
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Seventh, the exemption widens the choice of alternatives available 
to a shipper and therefore enables him to do a better marketing job. 

And finally, for these and other reasons, exempt carriage is often 
cheaper, as much as 40 percent cheaper, than common carriage. 

Now, in view of the fact that this hearing is concerning with the very 
serious situation in which the railroads find themselves, I think it 
needs to be said that the narrowing of the exemption will not, in our 
opinion, have any significant effect aE the railroad situation; first, 
because what we might call the borderline commodities, those men- 
tioned in S. 2553, are less than 1 percent of the total freight movement, 
roughly, much less than 1 percent, and, second, because many of these 

articular commodities are better adapted to truck movement anyhow. 

f they were classified as manufactured products, the major portion 
of such traffic would continue to be handled by trucks, private, con- 
tract, or common carriers. 

I would like to read just one page of our statement, if I may, which 
sets forth our policy position. The problem created by judicial ex- 
pansion 

Senator Lauscne. What page are you on? 

Mr. Trices. Page 9 of our statement. 

The problem created by judicial expansion of the classification of 
agricultural commodities for purposes of the Motor Carrier Act has 
been developing over a etl of several years. At our last annual 
meeting the problem was reviewed in considerable detail. 

As a result of such review, the voting delegates representing the 
member State farm bureaus adopted the following policy statement: 

The agricultural exemption of the Motor Carrier Act is imperatively necessary 
for the efficient marketing of agricultural commodities, including partially 
processed products of various kinds. We do not seek to broaden the exemption 
beyond its present status as the courts have left it. We are strongly opposed 
to any proposal (1) to restrict this exemption to the transportation of agricul- 
tural products to the primary market or (2) to narrow substantially the exemp- 
tion as now interpreted. Any legislation enacted on this issue should be care- 
fully drafted so as to accomplish only its exact intent, to avoid a long period 
of uncertainty, and to leave the judicial construction of the past 20 years essen- 
tially unimpaired. 

I should supplement this by pointing out that, when we say that 
“we do not seek to broaden the exemption beyond its present status 
as the courts have left it,” we recognize that new crops may come into 
the picture, perhaps new grains, new oilseeds, and so forth, and that 
such new crops should be classified as agricultural commodities, just 
as similar grain and oilseed crops are presently classified. 

In view of this policy adopted by our voting delegates, we obviously 
are opposed to the legislative proposals that are offered now to sub- 
stantially narrow the agricultural exemption. 

It seems to us that at least some of the people in the regulated trans- 
portation business are more concerned because the door has been 
opened to continued substantial expansion of the exemption, than they 
are with respect to what has occurred to date. If this is true, it would 
appear reasonable and proper to enact legislation to stabilize the ex- 
emption where it now stands as the result of court interpretations. 

on the other hand, if, out of the legislative consideration of this 
issue, a legislative proposal emerges which involves a less extensive 
rollback than is involved in bills before the Congress now, we will refer 
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such proposal to our board of directors as expeditiously as possible 
to determine whether or not, in their opinion, such proposal narrows 
substantially the exemption as now interpreted. 

Thank you, Mr. Chairman. 

Senator Smatuers. Thank you, Mr. Triggs. 

Are there any questions? 

Senator Scuoerret. No questions. 

Senator Smatuers. Senator Lausche? 

Senator Lauscne. No questions. 

Senator SmatHers. Counsel Barton ? 

Mr. Barton. No, sir. 

Senator Smatuers. Mr. Triggs, let me just ask you 1 or 2 questions. 
You say that this rollback which is encompassed in S. 2553 has to do 
with less than 1 percent of the total farm products which are carried. 
Then you say that the Farm Bureau as such has no objection to any 
substantial rollback. 

Can we conclude from that, then, that you have no objection to this 
less than 1 percent 

Mr. Trices. I am sorry, sir, that would be an erroneous interpreta- 
tion. Tothe people who are directly concerned, for example, poultry- 
men, a rollback of poultry products would be a very substantial change, 
even though in terms of the total volume of all products moved it 
isn’t a large percentage. 

Senator Smatuers. Now, if the frozen fruits and vegetables people 
have no objection to a rollback with respect to their particular com- 
modities, then you, as such, have no objection to their interest in 
this thing, do you? 

Mr. Trices. Well, the frozen fruit and vegetable industry proc- 
essors have a position that we are aware of. There is a grower posi- 
tion in this connection, a grower interest, and it is also correct that 
the views of the people in the processing and distribution business 
of frozen fruits and vegetables are not completely in accord. There 
is a lack of agreement in the industry. 

Last week we had in Chicago one of our important meetings. This 
is 1 of the 2 annual occasions when our advisory commodity com- 
mittees come together, to develop recommendations to our board of 
directors. This question came up with respect to two commodities. 

Our poultry advisory committee, although they have done it before, 
again recommended that frozen fresh and dressed poultry should 
continue as an agricultural commodity. 

The fruit and vegetable advisory committee also had resolutions 
from a number of State Farm Bureaus on this question of frozen 
fruits and vegetables. After some discussion they also expressed 
their view that frozen fruits and vegetables should continue to be 
classified as an agricultural product. 

Our board has approved these recommendations. I wasn’t at these 
meetings, but I understand that in both cases the primary considera- 
tion involved was that the exemption permitted the fast and direct 
marketing of these products into many markets that are otherwise 
very difficult to service; except by roundabout and slow methods. 
An exempt hauler can service on a flexible basis a dozen small markets 
in an area, and if the exempt hauler is not permitted to do this, then 
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the view was expressed at this meeting that the shipper, himself, must 
engage in private carriage to service this market, or must undertake 
the much more expensive operation of establishing a warehouse in 
the area from which distribution can be made. It is also true that 
one of the considerations of our people on this specific question, that 
you have raised, was the fear that reclassification of frozen fruits and 
vegetables kind of opened the door to a general reclassification, and 
they are concerned about how this might go. 

Senator Smaruers. Is it a fact that today in certain areas of the 
country there is some confusion as to what actually is properly agri- 
culturally exempt under the interpretations of the different Federal 
circuit courts ? 

Mr. Trices. I understand there is some confusion. We would 
hope that in any legislation this committee might write that there 

would be every effort made—and I know how difficult it is—to elimi- 
bite any area of confusion, so we don’t have to have another 20 years 
of court decisions to find out what the language means. 

Senator Smaruers. Does it not look like the case that if we do not 
do something of that nature, that this confusion might well continue 
to exist with respect to the interpretations of agricultural exemptions 
in the various circuit courts ? 

Mr. Trices. Well, more than that, I think that the Supreme Court 
decisions and supplementary circuit court decisions have left a border- 
line here—have opened the door to a possible further substantial 
expansion. As we have said, we don’t seek to open the door wider 
than where the courts have left it. One of the simple things that could 
be done is just to enact legislation along the line where it is now. 

Senator Smarirers. In other words, you see where the Supreme 
Court has through its decisions, opened the door and have left room 
for it to be opened wider ? 

Mr. Triacs. Much wider. 

Senator Smatuers. By that statement that means that you do rec- 
ognize that the door had been opened considerably from the original 
intention of the primary act ? 

Mr. Trices. Well, some from the original intention, although that 
is quite an arguable question. 

Senator Smatrnuers. In other words, I think we would all have to 
agree that the courts very obviously expanded the interpretation of 
agricultural exemption probably over what was the original intention 
of the Members of the C ongress when they first passed the act? 

Mr. Triees. I think this is correct. 

Senator Smaruers. That is a fair statement ? 

Mr. Trices. I don’t think the Congress was thinking of dried and 
frozen milk products. 

Senator Smatuers. That is right. We didn’t know anything about 
frozen milk products and powdered eggs and they have now been 
concluded by the courts to be agriculturally exempt. So your posi- 
tion is that there have been certain interpretations given to this section 
203 (b) (6) and you recognize that the courts have extended and 
broadened the interpretation of that section, but your view i; now, 
let’s stop it right here, don’t roll it back to where it was, but let’s don’t 
let it get any further ; is that your position / 
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Mr. Trices. Yes; and I think that there is real danger that the 
courts may do so, and, of course, each time they do so, they create 
a vested interest in the new interpretation. 

Senator Smatuers. When you say, “Doso,” you mean broaden it ? 

Mr. Triees. Broaden it; yes. 

Senator Smaruers. That is right. 

Mr. Trices. I would think from the standpoint of the regulated 
transportation industry they would want to stop the broadening proc- 
ess quickly, because every time you enlarge it, you create a vested 
interest in the enlarged interpretation. 

Senator Smatuers. Do you think that it was the intention of the 
original drafters of the agricultural exemption that foreign commodi- 
ties should be given the same exemption as domestic-grown com- 
modities ¢ 

Mr. Trices. I don’t know what the interpretation of the original 
authors was in thisconnection. Perhaps they never thought of it. We 
don’t have any reason to represent the interests of any farmers in other 
countries. 

However, there is one thing that I think should be pointed out in 
this connection 

Senator SmatnHers. You mean by that you take no position with 
respect to the application of the agricultural exemption to foreign- 
grown commodities ? 

Mr. Trices. Yes; but I do need to point out one important thing 
that has to be considered in this connection. There is a substantial 
volume of agricultural commodities that are brought into the United 
States and then are intermingled in commerce with domestically 
produced products in such manner that it is practically impossible to 
distinguish them. 

Now, 2 most difficult situation, for example, would be the fact 
that large amounts of livestock are brought over the borders from 
Canada and Mexico into the United States and those livestock, some- 
times, go directly to a slaughter market, but most commonly, they go 
to some farmer for further feeding. 

Now that in a sense is a commodity produced in another country, 
but it is one that has gotten so intermingled with our commerce that 
it is impossible to distinguish and it wouldn’t be equitable to the 
livestock feeder to endeavor to distinguish it. 

I think in certain areas of the United States, there is also a mixture 
of eggs, for example. Eggs are brought in across the Canadian 
border at a number of points and are immediately intermingled in 
commerce. It would be most difficult and I think impractical to dis- 
tinguish these. But we don’t seek to represent or to have any position 
with respect to coffee, cocoa, tea, other agricultural products of that 
nature. 

Senator Smatners. Mr. Triggs, what percentage of the farm 
products of the country are carried by exempt carriers? Do you have 
any statistical information on that? 

r. Treas. No; I have tried to find out, and I have not been able 
to. I just wouldn’t even be able to venture a guess. Of course, it 
ought to be reduced to a ton-mile basis and this would be even more 
difficult. But there are figures available on fresh fruit and vegetable 
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unloads in major cities, and it is my recollection that it is some- 
where in the neighborhood of 65 or 70 percent. 

There are also figures available on livestock unloads in certain 
markets and again my recollection is that it is in the neighborhood of 
75 percent that come by exempt hauler. 

Senator Smatuers. Is it your view that many of the products 
which are bought by the farmer, say particularly in the Midwest, 
most of those goods, of course, come by rail transportation or com- 
mon carriers, or does that come by exempt carriers ? 

Mr. Trices. Well, feed, feeding livestock, any cattle, hogs, sheep, 
that the farmer might purchase, would probably come by exempt 
hauler. I think almost everything else would come by common car- 
rier or private carriage. 

Senator Smatuers. Do you, representing the Farm Bureau, recog- 
nize—and if you do—to what extent, the importance of the railroad 
industry to the farm community ? 

Mr. Tricas. We certainly do, and I think we are very much con- 
cerned with the present serious problem that they find themselves in, 
and it is very advisable that this committee is looking at the problem. 

Senator Smatuers. Do you think that it would be a mistake, not 
only to the general economy, but to the farm community as well, to 
let these railroads, in effect, go under? Maybe they wouldn’t go un- 
der, but if they did, that would constitute a great injury, a grievous 
injury tothe farm commuity ; would it not ? 

Mr. Trices. No question about it. 

Senator Smatuers. And you do want to see them stay alive? 

Mr. Triaes. Certainly. 

Senator Smaruers. And I presume thereby that if called upon to 
make some small sacrifice on the part of the farm community, the farm 
community would be delighted to do that in order to keep them alive? 

Mr. Tricus. We would like to know what that sacrifice was more 
specifically, Senator. 

Senator Smatuers. All right. Thank you very much, Matt. 

Senator Lauscne. May Ll ask a few questions here ? 

Senator Smaruers. Yes. 

Senator Lauscnue. One of the reasons you want exempt service is 
set forth on page 7 of your paper at paragraph 7. In that you state: 


Exempt haulers are not subject to the same featherbedding and make-work 
practices that add costs to rail and truck common carrier operations. 


When you say that it adds costs, you mean that that added cost 
finally falls upon the farmer ? 

Mr. Trices. In substantial measure. Of course, it may also operate 
to reduce the profits of the railroads. But the major portion of it is 
undoubtedly reflected to shippers. 

Senator Lauscue. But on page 7 you are dealing with exempt 
haulers. On page 3 you deal specifically with the railroads, on feather- 
bedding and make-work practices; is that correct ? 

Mr. Triaas. Yes, sir. 

Senator Lauscur. Now then, will you describe this situation which 
you say prevails in New York that imposes added costs on the ship- 
ment through featherbedding ? 
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Mr. Trices. We have talked about this situation with respect to a 
number of people and have asked to get copies of the contracts and 
have not been able to get copies of the contracts. Nevertheless, I can 
state that in my personal belief, to the best of my knowledge, the con- 
tracts of common carriers entering the New York market provide that 
the over-the-road hauler must deliver the truckload to the terminal of 
the common carrier, and from that point a second driver, a member of 
the local teamsters union, must take over the truck, deliver it to the 
actual—the destination of the shipment, it may be a back haul, but he 
has to do it, then bring the truck back to the terminal 

Senator Lauscue. Let me interrupt at that point. Does he take 
the same truck from the terminal, loaded ? 

Mr. Trices. Yes. 

Senator Lauscue. It is the same truck but you have to get a new 
driver ? 

Mr. Trices. You have to get a new driver. Actually in practice, 
mostly both drivers go along. But there must be a local driver who 
takes over from the terminal. 

Senator Lauscue. So the local driver takes over, delivers the cargo 
to the assignee and brings the truck back to the terminal? 

Mr. Trices. Yes, sir. 

Senator Lauscur. And then the original driver takes over ? 

Mr. Triees. And he takes the truck back. 

Senator Lauscur. Now then, are you able to tell what pay is given 
to the local driver when he takes charge of that truck? Is he given 
a full day’s work or are you able to tell what the scale of pay is? 

Mr. Trices. I have no facts, evidence, on this, Senator. 

Senator Lauscue. Well, in Ohio they developed a practice and 
charged a full day’s pay even if it was only for a half hour’s work. So 
your position is that those type of practices imposed upon common 
carriers add to the cost of your shipping ? 

Mr. Triaes. That is correct, and it is a cost which is not imposed 
on an exempt hauler. 

Senator Lauscur. Exempt carrier. 

Now then in paragraph 8 you say: 

Exempt carriers do not participate in service interruption by reason of the 
exercise of hot cargo, hot merchandise, and other restrictive practices. 

Will you explain that ? 

Mr. Trices. Well, we give one example here. We probably could use 
many others. A northern California apple processor, who had an elec- 
tion in his plant, a small plant, the workers voted 16 to 1 against union 
recognition. Nevertheless, this plant was picketed by the teamsters 
union, The truck common carriers serving this plant are parties to 
hot-cargo provisions of contracts with the teamsters union. There- 
fore, in honoring these contracts they did not provide truck transpor- 
tation from this plant. 

In addition to that, the teamsters union, who are very strong in the 
Los Angeles marketing situation, instituted what for lack of a better 
term I call a hot-merchandise contract, in which the employees of the 
retail stores in the Los Angeles market just refused to handle the 
products coming from this particular plant. Now those all go into 
costs. 








. 


. 
% 








i 


POT One 


ET 


PROBLEMS OF THE RAILROADS 1353 


Senator Lauscue. If the product came from this plant that was 
nonunionized, and was delivered to a merchant where there was union- 
ization, he would find that the product could not be unloaded ? 

Mr. Trices. Well 

Senator Lauscur. Would not be unloaded by those in the unionized 

lant ? 
. Mr. Trices. Yes; and beyond that, Senator, the contracts between 
the chainstore organizations and the clerks union provide specifically 
that they can do this. 

Senator Lauscur. That they may unload? 

Mr. Trices. No; that they may refuse to handle it—the products 
from any 

Senator Lauscur. That is what you call hot merchandise? 

Mr. Tries. I call it hot merchandise. 

Senator Lauscuer. That is, they have a provision in the contract 
that if any hot merchandise comes to these clerks, they need not 
handle it ? 

Mr. Trices. That is true. 

Senator Lauscue. I think that is all. 

Senator Smatuers. Is that all, Senator? 

Senator Lauscue. That is all. 

Senator Smaruers. Any other questions? 

Senator Scuorpret. No further questions. 

Senator Smatuers. Thank you very much, Matt. 

Mr. Trices. Thank you very much. 

(The prepared statement of Mr. Triggs is as follows :) 








THE RAILROAD SITUATION 


We appreciate the opportunity of presenting the views of the American Farm 
Bureau Federation with respect to the recommendations made by the railroads in 
this hearing. 

We shail deal very briefly with a few of the railroads’ recommendations with 
respect to which the American Farm Bureau Federation has a policy position. 
We shall devote most of our time to the agricultural exemption of the Motor 
Carrier Act, since this is a subject with which not only many railroad witnesses, 
but also many of the witnesses of the trucking industry have treated. 

Our general point of view relating to transportation policy is set forth in the 
resolution adopted by our voting delegates at our last annual meeting in the 
following words: 

“Basic elements of our national transportation policy should include (1) 
maintenance of privately owned transportation facilities, efficiently and eco- 
nomically operated; (2) preservation of the inherent advantages of each type 
of transportation; and (3) such minimum public regulation as is necessary in 
the public interest.” 

Obviously, the railroads have some very serious problems, many of which 
have developed gradually over the years. Legislative action is needed to allevi- 
ate some of these problems. But there are no simple or easy solutions. It 
would be easy to overemphasize the possibilities and effectiveness of legislative 
action with respect to these matter. 


TRANSPORTATION TAXES 


We heartily concur with the railroads’ recommendation that transportation 
taxes be repealed. As we said recently in a letter to members of the Senate 
Finance Committee, “The transportation tax is a tax on a necessity, on the flow 
of commerce. It is discriminatory as between areas and as between for-hire 
and private carriage. It artificially increases the economic distance between 
various areas of our country. We believe its termination should have a priority 
in any tax-revision program.” 
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The action of most members of this committee in filing a proposed amendment 
to H. R. 7125 to terminate the transportation tax will, we hope, be carried 
forward to successful completion. 


OTHER TAX PROPOSALS 


The railroads have proposed changes in the tax laws to facilitate the financing 
of improvements in equipment and facilities. We agree that such improvements 
are needed. We do not have & definite policy on the proposed establishment of 
a construction reserve fund which, in effect, would permit the railroads to take 
depreciation before equipment is acquired; however, we are inclined to doubt 
the wisdom of this proposal from the standpoint of tax policy. 

It appears to us to be a request for “special privilege” tax legislation which 
could set an undesirable precedent for the extension of similar treatment to 
other industries. We have no objection to the proposal that a limit be placed 
on the “expected useful life” of depreciable railroad property in order to 
permit the more rapid depreciation of such property. 

We agree that it is unreasonable to require that the railroads depreciate 
their property over p°riods of 50 years or more in the present age of rapidly 
changing technology. <A reduction in the depreciation period required for rail- 
road property would help the rails to improve their property without changing 
the basic concept of the present statute on depreciation. 


COMPETITIVE RATEMAKING 


This is a highly technical and controversial issue on which we do not have 
detailed policy. At our last annual meeting our voting delegates asked that 
our board of directors carefully analyze any proposed modification of the rate 
criteria of the Interstate Commerce Act “to insure that the interest of farmers 
is protected and that competition among carriers is encouraged.” 

Our delegates were of the opinion that “the objective of regulation should 
be to protect the public interest, not to protect high-cost operations.” If specific 
proposals on rate-making policy are developed as a result of these hearings we 
may wish to make further recommendations after such proposals have been 
considered by our board. 


UNECONOMIC SERVICES 


It undoubtedly is true that the railroads are handicapped by regulatory 
restrictions on the discontinuance of uneconomic services. The continuing 
passenger deficit has undoubtedly contributed to the upward trend in rail freight 
rates. We favor action by the railroads, State regulatory authorities, and 
the ICC to terminate such uneconomic services. 


FEATHERBEDDING AND MAKE-WORK PRACTICES 


We do not presume to be well informed with respect to the nature and scope 
of restrictive operating rules and practices which prevent economic and effi- 
cient use of transportation workers. This is one of the great unknows in the 
field of transportation. But occasional instances which have received publicity 
compel the conclusion that substantial costs are involved. These costs are 
ultimately borne by the shipper. 

The following examples recently cited by the chairman of the board of the 
Chicago & Northwestern Railroad illustrate the problem of uneconomic rail- 
way working rules: 

In the 7-hour 400-mile train run between Chicago and Minneapolis, 3 engine 
crews and 2 train crews must be used—each crew being paid a full day’s 
wage for a partial day’s employment; likewise, on a 200-mile 5-hour run 
between Clinton and Boone, Iowa, the railroad is required to use 2 train crews. 

A recent statement by the president of one of the railroad labor unions 
also indicates a recognition that some existing working rules may have be- 
come outmoded. The competitive position of railroads, and the long-run welfare 
of railroad workers will, we believe, be best effectuated by the modification of 
any practices that impair worker productivity. 


UNEMPLOYMENT INSURANCE 


We are in accord with the railroads’ recommendation that railroad unemploy- 
ment insurance legislation should not be further liberalized. Our policy reso- 
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lution states that unemployment benefits to railroad workers “should not exceed 
similar benefits to workers in other industries.” Our interest in this is primarily 
as shippers, who are called upon to pay such benefits indirectly. However, it 
is also true that if railroads must pay higher unemployment insurance taxes 
than their competitors, they are placed at a competitive disadvantage. 


TRANSPORTATION SUBSIDIES 


At our last annual meeting the voting delegates said, “Transportation sub- 
sidies are not in the best interest of the American public and should be termi- 
nated,” without endeavoring to spell out more specific policy or indicate how 
this should be done. We have always taken the position that trucks should 
pay their appropriate share of highway costs, and we supported the establish- 
ment of user charges on the St. Lawrence seaway. 


AGRICULTURAL EXEMPTION 


The agricultural exemption of the Motor Carrier Act is imperatively necessary 
for the efficient marketing of farm products for the following reasons: 

1. To an increasing extent, efficient marketing of many farm products in- 
volves movement from the farm direct to the major consuming market, thus 
avoiding the costs and delays involved in unloading, handling, and reloading. 
Exempt haulers are willing and anxious to load on farms. Common carriers, 
with rare exceptions, are not interested in loading on farms, nor do their cer- 
tificates require or even authorize them to do so. 

Were it not for the exemption, farmers would be required to haul their prod- 
ucts to the nearest loading facilities of rail or truck common carriers, and to 
reload at such point. This would involve additional and unnecessary costs, in 
some cases a deterioration in quality, and in many cases a delay in the marketing 
process that would prevent a farmer from hitting the market at a time when 
the price is highest. 

2. Common carriers do not serve many communities in agricultural areas. It 
is often a substantial distance from a farm to a rail or truck terminal that is 
equipped to handle specific farm products. Truck common carriers, in particular, 
pass through a great many rural communities without any intention, nor in- 
deed any authorization, to serve such communities. 

The exemption insures that an agricultural area, no matter how thin its 
transportation needs may be, will be served. It further assures that competitive 
factors will insure satisfactory service. Otherwise, in many instances, farmers 
would be dependent upon 1 railroad, or 1 truckline, irrespective of the adequacy 
or efficiency of their service, or remoteness of loading facilities suitable for 
hauling their products. 

3. Exempt haulers can reach any market and reach it expeditiously. The 
exempt hauler, because it is not restricted as to routing, can move from the farm 
to any market in any direction. This flexibility of operation is imperatively 
necessary to efficient marketing. Transportation must fan out from the farm 
or the rural community in all directions, in order that each market may be uni- 
formly supplied and price depressing gluts minimized. 

The fast service of exempt haulers, moving in any direction to any market, 
in response to rapidly changing prices in each market, reasonably assures that 
each market will be supplied with the amount of the commodity desired by con- 
sumers without oversupplying such market. 

Truck or rail common carriers cannot provide this kind of service in many 
circumstances. Many markets cannot be reached from specific origins by com- 
mon carriers except by circuitous routing, interchange of equipment, and delays 
in transit. This involves extra costs, deterioration of the product, and uneven 
distribution ; and increases the farmer’s difficulty in marketing to best advantage 
pricewise. 

4. Exempt haulers often provide a superior and personalized service. An ex- 
empt hauler is normally a local resident in whom the farmer shipper has trust 
and confidence. Contrary to aspersions that such haulers are “irresponsible 
gypsies,” they are commonly high caliber, responsible individuals—small-business 
men who are competing vigorously for business by providing good service. 

Because the farmer shipper is dealing with an individual who handles the 
transportation all the way to the market, he can give him personal instruction 
with respect to the manner in which service is to be provided, and hold him re- 
sponsible for such service. 
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No such personalized service can be assured in many circumstances by a com- 
non-carrier organization. The shipper’s instructions do not necessarily filter 
down to the person or persons doing the work—and even if they did he might not 
be able to do anything about it. This is particularly the case where interchange 
of equipment or responsibility is involved. 

5. Exempt haulers provide a transportation pool. Much agricuitural move- 
ment is seasonal. Shipments from an area may fluctuate from nothing to many 
truckloads in a few days. The freedom of entry into exempt haulage means that 
available trucks normally engaged in other operations, may be pressed into serv- 
ice to meet seasonal or emergency situations. The freedom from rate regulation 
means that rates may rise to the extent necessary to attract the needed number 
of trucks into service. 

We cannot expect or require that truck common carriers maintain idle equip- 
ment throughout large portions of the year in order to meet such seasonal needs. 

6. Exempt haulers will unload at multiple points. Common carriers will not 
ordinarily do this. This is often an extremely important factor in serving an 
area, and particularly in developing a new area. Exempt haulers in many in- 
stances perform a marketing function as well as a transportation function. 

7. Exempt haulers are not subject to the same featherbedding and make-work 
practices that add costs to rail and truck common carrier operations. We have 
already mentioned this problem as it applies to railroads. In the field of truck 
transportation the local driver requirement, established in New York City and 
other cities by agreement between common carriers and the local teamsters 
union, provides that an over-the-road truck must be driven by the driver to 
the common-carrier terminal, from which point a member of the local union 
must accompany the truck to its destination in the city. The exempt hauler is 
one means whereby the agricultural shipper may avoid the costs arising from 
such uneconomic practices. 

8. Exempt carriers do not participate in service interruption by reason of 
the exercise of “hot cargo,” “hot merchandise,” and other restrictive practices. 
Thus, a northern California apple processor, whose workers voted 16 to 1 against 
union recognition, was nevertheless picketed by the teamsters union. The truck 
common carriers serving this plant were subject to “hot cargo” provisions of 
their contract with the teamsters union and were, therefore, unable to, or at 
least did not, provide truck transportation. 

9. The exemption widens the choice of alternative shipping facilities avail- 
able to the shipper and, therefore, permits him to choose the transportation 
facility best equipped for a specific movement, and, therefore, to do a better 
marketing job. 

10. For all the above reasons, exempt carriage is cheaper than common carriage 
in most instances. There are instances where rates have been reduced 10-25 
percent when certain commodities were reclassified. This is a high price to 
pay for the privilege of being regulated. Although this question of rates is 
important, our major interest in the exemption is the efficiency in marketing 
promoted thereby. 

We do not agree with the assertion sometimes made that the farmer should 
be primarily interested in transportation to the point that the commodity leaves 
his control and possession. Farmers have a vital interest in the marketing of 
their products all the way to the consumer. Any unnecessary costs and in- 
efficiencies result in an increased spread between farm and consumer prices. 
Such marketing costs are shared in some proportion by farmers and consumers. 

Nor do we agree with those who tell us that the variation of transportation 
charges associated with exempt haulage will tend to create unstable markets. 
The market price is determined by the supply relative to the demand in a par- 
ticular market. Any reduction in the cost of getting a product to the market 
redounds primarily to the benefit of the shipper. True, any widening of the 
source of supply incident to more efficient transportation may adversely affect 
some producers, and benefit others. Just as a freeze in Florida may benefit 
some producers, but this is no reason to pray for a freeze in Florida. As a 
general proposition we submit that the interests of farmers are furthered by 
a high degree of freedom of movement of farm products. 

In view of the fact that the subject of this hearing is “The Deteriorating Rail- 
road Situation,” it is suggested that the railroads have made the agricultural 
exemption of the Motor Carrier Act a whipping boy to an unrealistic extent. 

In the first place the sum total tonnage of the borderline commodities (i. e., 
those referred to in S. 2553) is not large. In the second place the nature of the 
borderline commodities is such that they inherently are adapted to truck dis- 
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tribution. Any reclassification of such commodities is not likely to result in 
any appreciable increase in railroad tonnage. Although reclassification would 
tend to result in reduced services and increased costs to the shippers, these com- 
modities will continue to move to market primarily by truck, either private or 
certificated. 

We recommend that prior to any action with respect to the reclassification 
of any particular commodity, the committee carefully investigate the effect of 
such reclassification upon the industry. The Department of Agriculture has 
underway 2 studies—1 for poultry and 1 for frozen fruits and vegetables, to 
ascertain the significance of the exemption with respect to the marketing of such 
commodities which may be of assistance to the committee in this respect. 

The problem created by judicial expansion of the classification of agricultural 
commodities for purposes of the Motor Carrier Act has been developing over 
a period of several years. At our last annual meeting the problem was reviewed 
in considerable detail. 

As a result of such review, the voting delegates representing the member State 
farm bureaus adopted the following policy statement : 

“The agricultural exemption of the Motor Carrier Act is imperatively neces- 
sary for the efficient marketing of agricultural commodities, including partially 
processed products of various kinds. We do not seek to broaden the exemption 
beyond its present status as the courts have left it. We are strongly opposed 
to any proposal (1) to restrict this exemption to the transportation of agricul- 
tural products to the primary market, or (2) to narrow substantially the exemp- 
tion as now interpreted. Any legislation enacted on this issue should be care- 
fully drafted so as to accomplish only its exact intent, to avoid a long period 
of uncertainty, and to leave the judicial construction of the past 20 years essen- 
tially unimpaired.” 

This should be supplemented by pointing out that, when we say that “we do 
not seek to broaden the exemption beyond its present status as the courts have 
left it,”’ we recognize that new crops may come into the picture, perhaps new 
grains, new oilseeds, et cetera, and that such new crops should be classified as 
agricultural commodities, just as similar grain and oilseed crops are presently 
classified. 

In view of this policy adopted by our voting delegates, we obviously are op- 
posed to the legislative proposals that are offered now to substantially narrow 
the agricultural exemption. 

It seems to us that at least some of the people in the regulated transportation 
business are more concerned because the door has been opened to continued sub- 
stantial expansion of the exemption, than they are with respect to what has oc- 
curred to date. If this is true, it would appear reasonable and proper to enact 
legislation to stabilize the exemption where it now stands as the result of court 
interpretations. 

On the other hand, if, out of the legislative consideration of this issue, a legisla- 
tive proposal emerges which involves less extensive rollback than is involved in 
bills before the Congress now, we will refer such proposal to our board of direc- 
tors as expeditiously as possible to determine whether or not, in their opinion, 
such proposal narrows substantially the exemption as now interpreted. 

The opportunity of presenting the views of the American Farm Bureau Federa- 
tion with respect to the recommendations which have been submitted to this 
committee by the railroads, is sincerely appreciated. 


Senator Smarners. Our next witness is Mr. Joseph F. Shelly, exec- 
utive secretary, Vegetable Growers Association of America. 

Mr. Suetiy. Mr. Chairman. 

Senator Smaruers. Weare delighted to see you back. 

Senator Lauscur. May I just get one question for the record—did 
that man leave? Do you subscribe to these practices that we just 
discussed ¢ 

Mr. Triaes. No, sir. 

Senator Lauscue. All right. I assume that you condemn them 
vigorously by what you say ¢ 

Mr. Trices. That is correct. 

Senator Smaruers. All right, Mr. Shelly. 
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STATEMENT OF JOSEPH S. SHELLY, EXECUTIVE SECRETARY, 
VEGETABLE GROWERS ASSOCIATION OF AMERICA 


(The prepared statement of Mr. Shelly is as follows :) 


The Vegetable Growers Association of America is a national organization 
composed of vegetable growers in approximately 30 States. These members 
are affiliated with 45 State, area or local vegetable grower associations. 

In number and income vegetable growers represent a minority in the agri- 
cultural community. Dietwise vegetable producers are of prime importance, 
vegetables are consumed by all our citizens. For many, vegetables are a part 
of at least two daily meals. 

Most vegetables are highly perishable and to maintain their quality, must 
be moved rapidly and efficiently from farm to market. Without adequate and 
appropriate transportation facilities, growers could not market the produce 
of their fields nor would most of us enjoy the benefits of fresh vegetables, so 
vital to good health at the reasonable prices at which they are available. 

Vegetables on a farm in Florida or Indiana e2re of no value to a consumer in 
Washington or Chicago. They must be available to the consumer wherever he 
may be and when he wants them. Rapid, efficient, and economical transporta- 
tion provides the farmer with a fair return for his product and assures the 
consumer of freshness, quality, and economical vegetables. To achieve these 
objectives of flexibility and economy the vegetable industry requires the continu- 
ance of agricultural exemptions as now defined in section 203 (b) (6) Interstate 
Commerce Commission Act. We favor the continuance of the present definition 
of agricultural exemption. 

The asosciation’s policy adopted in the last convention in December 1957 in 
part states: “Modern, efficient, and economical transportation is essential to 
the production and marketing of fresh and processed vegetables. The agricul- 
tural exemption provisions of the Motor Carrier Act provides the necessary flexi- 
bility of movement and rates so essential to efficient and rapid movement of 
perishable vegetables. We are opposed to legislation which will further 
restrict (agricultural) exemptions. * * *” 

Convenience and flexibility have been important factors enjoyed under agri- 
cultural exemptions. Vegetables are not always grown along main railroad 
lines or highways. When a vegetable crop is ready for harvest it must be 
harvested immediately. Exempt haulers follow the vegetable “deals” very care- 
fully, move into the fields and packing sheds, load and ice after which the crop 
is on its way to market. Timing and rapid movement are of tremendous im- 
portance in securing top prices and assuring top quality and freshness. The 
agriculture exempt hauler has performed a satisfactory service in transport- 
ing fresh vegetables efficiently and quickly. To disrupt this service would be 
fatal to the industry; no other type of carrier could perform the task so 
effectively. 

Certificated and common carriers frequently have expressed a desire not to 
handle fresh vegetables because they lack equipment to handle peak loads 
expeditiously. Rural farm activities seldom fit the patterns of certificated 
operations between these commercial areas because of their self-imposed re- 
strictions. Their operating authority would frequently necessitate reloading 
and reassigning of equipment adding to time and cost of delivery. Lack of 
equipment and adaptability would not permit these carriers to adequately 
meet the demands of the industry. 

The question of the economics of agricultural exemptions is academic. All 
sectors of the transportation industry have built cases on existing economic 
data in attempting to prove the harmful effects upon their particular sector of 
the industry. There are certain groups of exempt haulers who say they need 
greater regulations. Likewise, there are some agricultural producers who cite 
examples of harmful effects of agricultural exempt hauling. There may well 
be some documented evidence supporting these views. At the same time it must 
also be recognized that much is to be desired in complete statistical data of 
truck movements in substantiating these claims. 

We believe it is unfair and not justifiable to ascribe all present ills in the 
transportation industry to agricultural exemption. Certainly the vegetable pro- 
ducers have not been the recipients of undue windfalls of profits from exemp- 
tions. We recognize, too, that competitive forces have been in operation mold- 
ing our transportation system. Competition is a wholesome ingredient in our 
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free enterprise system, all those subject to its influence must effectively adjust 
to its demands. Being unwilling or unable to make adjustments does not justify 
placing the blame on someone else. We do believe there are some inequitable 
situations serving as a hindrance, especially to railroads, restricting adjustment 
and prohibiting effective and competitive rendering of service. 

Vegetable growers, especially those in some of the more isolated geographic 
producing areas, will testify that agriculture exempt haulers have been the 
underlying factor responsible for these areas to produce the vegetable crops 
they do, market them efficiently and still stay in business and remain competitive. 

Farm account records of producers in these areas, as well as in others, 
indicate that agricultural exempt hauling very substantially contributed to a 
reasonable return for the grower. This type of flexible and efficient transporta- 
tion has assured the consumer an abundant supply at reasonable prices. 

This type of service has been very beneficial to both producer and consumer 
in times of peak supplies. No other type of form of transportation could have 
satisfactorily performed this specialized job. 

Labor costs account for an appreciable amount of the total production costs 
in agricultural as well as in transportation. Ever since the farmers’ net income 
started declining in 1952, producers have been forced to make labor adjustments 
and adopt labor-saving devices. There is little evidence that segments of the 
transportation industries, especially the railroads, have made or been able to 
make necessary adjustments in labor requirements and costs. Featherbedding 
and antiquated regulations have given railroads only one alternative, that of 
passing on these higher costs to the shipper. 

This committee would do well in considering recommendations and suggest- 
ing legislation to relieve this strangling hold upon the industry. It should be 
evident by now that just increasing the rates will not solve the situation, 
eventually, the point of diminishing returns will be reached. It appears that 
the railroads have already passed this point. 

From the experience vegetable producers have had with transportation, it is 
unreasonable to say that agricultural exemptions have been the primary cause 
of the current situation segments of the transportation industry find themselves 
in. The solution, we believe, lies in the correction of these inherent difficulties 
and permitting healthy competition to operate in designing our national] trans- 
portation system. This can only be brought about, we believe, by bringing up 
to date some of the outmoded and outdated regulations. These changes, how- 
ever, should be within the framework of the Interstate Commerce Commission’s 
regulatory authority. 

Although we recognize that tax legislation must originate in the House of 
Representatives, the Vegetable Growers Association of America suggests that 
this committee give serious consideration to the repeal of the transportation 
tax. This was a war-imposed tax and has outlived its purpose and usefulness, 
The 8 percent freight tax tends to have a pyramiding effect and the fact that 
the ratios of taxes to prices are higher for commodities hauled longer distances 
makes it inequitable. Thisis particularly true of vegetables. 

Although the tax is at the rate of 3 percent of all freight charges, except 
coal, it varies greatly in the amount per 100 pounds and as a percentage of 
values of individual commodities. Freight charges vary in accordance with 
weights, values, and in accordance with the cost of service. The cost of service 
is determined by such factors as length of haul, load per car, and susceptibility 
to loss and damage. 

Calculations based on data from the Interstate Commerce Commission, freight 
commodity statistics, show that the average tax on all farm products, not 
including forestry products, are 25 cents per ton or $9.13 per car. The average 
for the major 10 vegetables is 80 cents per ton or $13.61 per car. Based on the 
figures available for only 8 of the major terminal markets in the United States, 
which last year unloaded in excess of 575,000 carloads of produce, this is a 
sizable tax figure for the agriculture and railroad industries facing increased 
costs and afflicted with a declining income. 

The transportation tax, due particularly to its nature, tends to widen the 
margin between what the farmer receives and what the consumer finally pays. 
The tax thus has had some effect upon the rapid and serious decline of the 
farmer’s share of the consumer’s dollar since 1953. It is difficult to pinpoint 
just how much the tax has influenced this increase, particularly for vegetables, 
because of the great differences in the commodities themselves, and the wide 
geographical distribution of the centers of production; however, its adverse 
influence is widely recognized. 
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The transportation tax tends to raise the cost of producing vegetables because 
of higher transportation rates. As prices tend to equal production costs, higher 
costs mean higher prices to consumers. These additions to living costs have 
been accentuated and accelerated with each occurring demand for pay increases 
and their accompanying inflationary effects. As additional compensatory wage 
increases are obtained, the cost of production and prices will tend to increase. 

The principal criticism of the transportation tax advanced by the Vegetable 
Growers is that it is discriminatory. Since the tax is a percentage of the 
freight rate, it is larger per ton on long hauls than on short hauls. It is more 
severe on shippers of low-valued commodities where transportation costs repre- 
sent the large portion of the commodity’s value. 

The fact that the tax raises the cost of production, the tax tends to reduce 
the extent of territorial division of labor and the efficiency of agriculture’s 
land, labor, and capital. The expenses involved in computing, paying, and 
collecting the tax and transmitting it to the Government are also part of the 
increased production costs. The tax tends to be pyramided, setting off a chain 
reaction; margins are often computed as percentages of costs, and increases 
in consumer prices set in motion escalator clauses or intensify demands for 
higher wages, resulting in further increases in prices and production costs. 

We recognize that all types of taxes are criticized by the taxpayer, especially 
those who are hardest hit; however, there are several basic facts about the 
transportation tax which are extremely objectionable. 

Most excise taxes are regressive, however, the transportation tax is more 
regressive over the middle and lower income ranges than most other existing 
Federal excise taxes. 

Mr. Suetrty. Mr. Chairman and members of the committee, I am 
the executive secretary of the Vegetable Growers Association of 
America. We have 45 affiliate organizations. members of our group, 
with membership represented in approximately 2 25 States. 

Our group is made up entirely of vegetable growers. Iam sorry that 
the chairman of our legislative committee who is a farmer, himself, 
was unable to be here to present this testimony. 

I would like to have inserted in the record the statement which I 
presented to the committee and I would like to just summarize and 
cali your attention to a few of the important statements in the paper 
that we have presented to you. 

T am sure 

Senator Smatuers. As we have told all witnesses, we will make your 
statement in full a part of the record. 

You may go ahead. 

Mr. Suetry. I am sure that you gentlemen are aware of the perish- 
ability of vegetables and the necessity of rapid and efficient movement 
from the farm to the market. I am’sure that you recognize also that 
vegetables in Maryland or in Indiana, on the farm, are of very little 
value to a consumer in New York or Chicago. 

They must be transported to the market. Therefore, rapid and ef- 
ficient and economical transportation is very essential in returning 
a fair price to the producer for his product, and because of its per ish- 
ability and the necessity of efficient, ec onomical transportation, the 
association again reaffirmed its position, at its last annual meeting in 
December of 1957, that agricultural exemptions as they are now “ de- 
fined under section 203 (b) (6) of the Interstate Commerce Act, 
remain as they are at the present time. 

There is one other point that I would like to call to your attention. 
I have already referred to the matter of rapid transportation. Flex- 
iblity of transportation is very important and the exempt hauler has 
been able to move into the areas as vegetables mature and are ready 
for harvesting. Oftentimes these vegetables are loaded in the field or 
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in the nerby packing shed and after icing, the product is on its way 
to the market, which gives, of course, very rapid and efficient trans- 
portation. 

Certificated and common carrriers frequently have expressed a 
desire not to handle fresh vegetables because they lack the equipment 
to handle these products at their peak loads, and, of course, it is not 
in their pattern of operation, and these exempt haulers can move into 
these areas very quickly and they do follow them very carefully. 

I would like to point out also that as an association, we believe it is 
unfair and not justifiable to ascribe all the present ills in the trans- 
portation industry to agricultural exemption. 

Senator Smatuers. Who has done that, Mr. Shelly ? 

Mr. Suetty. Beg pardon? 

Senator Smatuers. Who has done that ? 

Mr. Suetiy. Well, the reilroads and I think some of the trucking 
folks have implied, at least we interpret it that way, in the testimony 
that they have given, that many of their ills are due to the agricultural 
exempt haulers. 

Senator Smaruers. “Many” and “all” are two different words, are 
they not? I am not trying to argue with you, and I don’t want to em- 
barrass you, but I notice in your statement: 

All of the railroads’ problems result from agricultural exemptions. 


I don’t remember hearing it that way. I just wonder what they 
said that made you conclude that they had said that? 

Mr. Suetiy. Agricultural exemption seems to have been an impor- 
tant aspect of much of the tesitmony that was presented by some of 
the railroads. Some of the individuals that I have talked with and 
also some members of the trucking industry. 

Perhaps we have been a bit biased in our interpretation of it, but 
we have gathered that implication. 

Senator Smatuers. Obviously you are sensitive to that particular 
point, but I think in all fairness to the railroads, I don’t believe at 
any time I recall hearing any witness at any time say that all of their 
problems resulted from the agricultural exemption, or even that many 
of their problems. That was just one of a whole series of problems 
which they had. 

So I think in fairness we wouldn’t want to say that they had 
ascribed all of that to the agricultural exemptions. You go ahead, 
Mr. Shelly. 

Mr. Suetuy. All right. We do agree, however, with the railroads 
and the trucking industry that there are certain situations and cer- 
tain hindrances which have restricted these segments of the trans- 
portation industry, particularly the railroads, in making some effec- 
tive changes, and sometimes not being able to offer competitive service. 

And we would be in full agreement with the railroads on that 
point. We recognize also that the transportation industry, as well as 
agriculture, have been faced with increasing labor costs and have had 
to make some necessary adjustments, and agriculture has made quite 
a few adjustments in the last decade or 15 years, and in some cases 
‘ailroads have been hindered in making those necessary changes. 

We would believe that it would be well for this committee to con- 
sider making some changes which would alleviate this strangling 
hold which has been placed upon the transportation industry. 
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I am sure—— 

Senator Lauscue. When you speak of strangling hold, you did 
not read the preceding sentence. By that you mean featherbedding 
and antiquated railroads which have given railroads only one alterna- 
tive, that of passing on these higher costs to the shippers ? 

Mr. Suetiy. That is right, that is what I was referring to. I 
should like to say in addition to that, that I think it has been evi- 
dent that just increasing the rates has not solved the problem, that 
in many instances I believe the railroads have passed the point of 
diminishing returns. We do believe 

Senator Lauscue. Pardon me. Does this same principle apply to 
the truckers that they have got to pass on costs to you that are the 
product of featherbedding and other restrictions ? 

Mr. Suetiy. I am not too familiar with that, Senator, but I am 
sure that in some instances, as was pointed out by the previous wit- 
ness, where certain union requirements require an extra driver as @ 
truck enters a city, and union labor to unload trucks at loading docks, 
I think we would class that as featherbedding and adding to the extra 
costs, 

Senator Lauscne. In your opinion, upon whom does this added 
cost fall? Do you feel that it falls upon the farmer ? 

Mr. Suetiy. We do; the association feels that this is reflected in 
the price which the farmer receives for his product. 

Senator Lauscue. I take it your position has been assumed because 
you know that you are getting less while the consumer is paying more 
and you are the one who is being squeezed ? 

Mr. Suettiy. That is right. 

Therefore, we would suggest that this committee consider looking 
over the outmoded and outdated regulations. However, we think that 
this should be within the present framework of the Interstate Com- 
merce Act, this matter of making the necessary adjustments to al- 
leviate some of these featherbedding practices. 

Then the final statement, final paragraph 

Senator Smaruers. Mr. Shelly, right there ? 

Mr. Suetry. Yes, sir. 

Senator Smaruers. There is no provision in the Interstate Com- 
merce Act at the present time which authorizes featherbedding or 
these antiquated regulations which you talk about at the moment, is 
there ? 

Mr. Suetxiy. Not on featherbedding. But the point that—perhaps 
I did not make myself too clear—was that we would hope that in rate- 
making, particularly in that area, where some changes apparently are 
needed as the railroads have suggested, that it be within the frame- 
work of the Interstate Commerce Act. 

As far as featherbedding is concerned, that, of course, does not come 
under the act. 

Senator Smatuers. All right, sir. 

Mr. Suetty. And the final thought that we are presenting is the 
fact that we believe the transportation tax, particularly the 3 percent 
which is applied to freight, has outlived its usefulness. This was a 
wartime measure. And we believe that this should be repealed. Again 
we believe that it reflects itself in the price which the producer re- 
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ceives for is commodity; and its purpose, of course, was something 
entirely different than what it is serving at the present time. 

Senator Smatuerrs. Do you see that the farmer gets any benefit 
from this 3 percent excise tax? Does the farmer, as such, get any bene- 
fit, himself, from the 3 percent tax ? 

Mr. Suetzy. I wouldn’t know where it would be that he derives the 
benefit from. 

Senator Smatuers. You wouldn’t know where it would be. Can I 
conclude from that statement that you agree he does not get any bene- 
fit from it ? 

Mr. Suetiy. That is right, and he usually has to bear the cost of 
that, particularly where vegetables are shipped a great distance and 
where it applies in the case of railroads. 

Of course, I understand with exempt haulers that is not an item, 
and also with private carriers. 

Senator Smaruers. But the farmer, in the things that he purchases, 
has to pay the 3 percent tax ? 

Mr. SHELLY. He has to pay it there. So he pays it in the products 
that he buys and also in the products that he sells. 

Senator Smaruers. Are there any questions, Senator Schoeppel? 

Senator Scnorpret. You are primarily interested, of course, as you 
say here, in fresh vegetables and fruits and things like that? 

Mr. Suetiy. Yes. 

Senator Scuorrret. You are interested in getting those from the 
grower via high speed transportation, in prime condition or in good 
condition to the markets as quickly as possible? 

Mr. Suetty. Yes, sir. 

Senator Scnorrre.. Now, on that score, you do not go the next step, 
which would be a changing of the character of these into manufac- 
tured products, do you? 

Mr. Suetiy. We are primarily interested in fresh only. However, 
you will notice at the bottom of page 1 and over on the top of page 2 
I have included in the statement the policy which our membership 
adopted at its last convention. 

Senator ScHorrret. You mention processed vegetables. 

Mr. Suetry. It does mention their marketing of fresh and proc- 
essed vegetables. 

Senator Scnorrret. Processed vegetables, would you construe that 
to mean canned vegetables ? 

Mr. Suetiy. Canned and frozen, yes. 

However, let me clarify it somewhat. We are speaking ouiy for 
producers of fresh vegetables and processors are not members of our 
association. 

Senator Scuorrre.. That was the next question I was going to ask. 

Mr. Suetiy. Yes. I am certain that many of our members believe 
that there are some economic benefits that may accrue to the pro- 
ducer if this exemption is extended beyond the point of fresh products. 

Senator ScHorrrev. Because when you get over into a processed 
article, why then many times the perishable character of it is com- 
pletely changed. In other words, it is deferred for tremendous periods 
of time, as much as several years. 

Mr. Suetiy. Yes, in the case of canned, particularly. In frozen 
it still is a perishable product. Also, I think many of them believe 
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that the fact that—rather they hold that exempt haulers can get into 
smaller communities where perhaps certificated common carriers do 
not, and there may be some profits that may trickle back to the pro- 
ducer. 

However, I do recognize that this is an academic statement and 
question, and is open, I think, for some debate as to how much finds 
its way back to the producer or how much may go to the processor. 

Senator Scuorrre,. Now, Mr. Shelly, when you move from your 
producer into the market, say, Washington, D. C., or Chicago or New 
York, does your association follow through, generally, to see that that 
is equitably handled and fairly handled and free from a lot of undue 
restrictions where certain groups in some of these cities may want to 
say we will get control of this thing and nobody but certain groups 
can come in here ? 

Mr. Suriiy. No; we have not, Senator. Ours is a very small or- 
ganization. As much as we would like to possibly follow the products 
a little farther than we have, the fact that we have a limited stiff and 
a limited budget has not permitted us to do that, except in cases where 
it has been called to our attention by a member of some other 
organization. 

Senator Scuorpret. Thank you very much. 

Senator Smaruers. No further questions. Thank vou very much, 
Mr. Shelly. Weappreciate your testimony. 

Our next witness is Mr. Angus MacDonald, Coordinator, Division 
of Legislative Services, Farmers Union. 

He is not present, I see. 

Mr. Harry O. Mathews, chairman, Legislative Committee, National 
Industrial Traffic League. 

If any of you fellows see Mr. MacDonald, you tell him that we will 
make his statement a part of the record in full. 

(The statement of Mr. MacDonald is as follows :) 


Farmers Union transportation policy has developed over a period of years. 
It has two primary objectives which seem to be not inconsistent with the objec- 
tives of transportation policy as set forth in the introductory paragraph of the 
Interstate Commerce Act. 

These objectives simply are the development of a strong transportation system 
which would take account of the different modes of transportation, the needs 
of agriculture, and the needs of the other segments of our economic system with 
due consideration of a transportation system related to national defense. A 
paramount consideration in the formulization of Farmers Union transportation 
policy is protection of the public interest. 

In order to build and encourage a transportation system composed of air, 
water, motor, and railroad transportation, Farmers Union has been cognizant 
of the fact that a central authority to regulate transportation rates and prevent 
the stronger segments from gobbling up the weaker ones was absolutely necessary. 

Consequently, Farmers Union has supported legislation which would strengthen 
the authority of the Interstate Commerce Commission in the regulation of rates. 
It supported the law passed in 1920 which granted the Interstate Commerce 
Commission minimum rate power and the Motor Carriers Act of 1935 which took 
cognizance of competitive excesses on the part of motor carriers. 

It further supported the declaration of national transportation policy enacted 
in 1940 which indicated an awareness of the growing intensity of the competi- 
tive struggle of different modes of transportation. Provisions in the law enacted 
in 1940 gave the ICC additional power to deal with competitive rate-cutting. 

Farmers Union is in accord with the view, expressed in a considerable body of 
congressional legislation that unrestricted competition between carriers breeds 
ruinous rate cutting and creates unjust discrimination and undue preference. 
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We, therefore, believe that competitive rate cutting should not be beyond public 
control. 

Conversely the Farmers Union believes that competition in the transportation 
industry should protect the public interest from excessive rates and therefore 
supports authority of the Commission to prescribe the maximum reasonable rates. 

The Farmers Union deplores decisions of the Interstate Commerce Commission 
which tend to favor railroad transport over other modes of transportation and 
tend to support authorization of unjustified rate increase which redound to the 
economic detriment of agriculture. Agriculture has over the years and particu- 
larly since 1946, because of successive across-the-board increases borne an undue 
share of transportation costs. The Interstate Commerce Commission has been 
derelict in its obligation to consider the economic climate in which it has granted 
successive rate increases. Agricultural income during the period has declined 
drastically; yet, transportation costs because of ICC policy which tends to 
approve any rate increase which the railroads petition for, have reached an 
alltime high. 

Agriculture is in a somewhat unquie position in our economic system in regard 
to transportation charges. The farmer must pay all costs of transportation on 
commodities he sells from the farm to the major distribution point or major 
consumption point. The price of wheat, for exmaple, is determined not on the 
farm but in the great grain-trading centers of the world. 

It follows, therefore, that the amount the farmer receives for a bushel of wheat 
sold in Chicago is reduced by the amount of transportation charges from the 
farm to Chicago. The farmer also pays transportation costs on items necessary 
for family living and farm production. Manufacturers normally add the trans- 
portation cost to the f. o. b. price so that the final price paid by the farmer 
includes all transportation costs. 

In July 1954, the President of the United States set up an Advisory Committee 
on Transportation Policy under the chairmanship of Secretary of Commerce 
Weeks to review Federal transportation policy. Subsequently recommendations 
of this committee were received by the Congress and in due course legislation 
was considered relative to the recommendations. Farmers Union presented its 
views to the Senate Small Business Committee in December 1955. 

At the hearing Farmers Union pointed out that if Congress acted favorably on 
the Weeks’ recommendation that the present transportation policies which had 
been developed over a period of 75 years would be completely destroyed and that 
a policy of so-called dynamic competition and managerial regulation would be 
substituted. 

Proposals of the committee, commonly referred to as the “Little Cabinet Com- 
mittee,” in our view would overturn the keystone of present transportation policy 
which is protection of the public interest. The report goes so far as to recom- 
mend specifically the substitution of the judgment of management for that of an 
impartial agency. 

The committee would drastically limit the authority of ICC in regard to 
below out-of-pocket costs or of compensatory minimum or above a reasonable 
maximum rate. Carriers could without permission of the ICC set rates in 
these limits if they were not discriminatory. The inevitable result of the enact- 
ment of such a recommendation would be rate wars with discriminations against 
localities, commodities and shippers. Apparently the recommendations were 
tailor-made to fit the desires and ambitions of the Association of American 
Railroads. ‘lhe activities of this Association, over a period of mony years, in 
Congress and out, lead us to believe that its purpose is to destroy some modes 
of transportation by weakening the authority of the ICC by cut-throat competi- 
tion and by obtaining permissive authority from the Congress to raise rates as 
high as possible in areas where competition is nonexistent and to lower rates 
in all areas where a competitive situation existed. 

In previous years one of the proposals of the American railroads which the 
Farmers Union opposed was complete integration of ownership of the transporta- 
tion system. We refer to an address delivered by ex-President Harry S. Truman 
before the Traffic Group of Baltimore, February 1944. In this speech Mr. 
Truman set forth the principal reason why integration of American transporta- 
tion would operate to the detriment of not only the public but make difficult 
improvement and efficiency in transportation. However, he indicated that in 
some instances integration of physical facilities and coordination of modes of 
transportation would result in improved service and reduce costs to the shipper. 
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A word should be said in regard to the so-called agricultural exemption which 
is authorized by section 203 (b) (6) of the Motor Carriers Act. Farmers Union 
stands squarely behind this part of transportation policy, believing that the 
Congress was wise in exempting agricultural commodities, particularly those 
which are perishable, from regulation by ICC. It also views with dismay en- 
croachments by ICC on the rights of farmers and those shipping form products 
to engage in the practice of trip-leasing. This practice which arose out of 
economic necessity is necessary to maintain a flexible and efficient system of 
transportation. 

It enables the farmer to secure the services of thousands of trucks at harvest 
time when the normal facilities employed in year-round traffic are insufficient 
to take care of harvest gluts or take care of perishable commodities which must 
be delivered to points of consumption in a matter of hours. 

We are mindful of the fact, however, that a limitless and needless expansion 
of the agricultural exemption to all kinds of manufactured food commodities 
might in the long run destroy the protection farmers now enjoy. We emphasize 
that the Farmers Union believes that you have to draw the line somewhere and 
thtat in seeking to determine what is and is not an agricultural commodity, 
the original purpose of the legislation should be considered. We suggest that 
a factfinding commission composed of agriculture, shippers, and the pubiic 
be set up in order to make a study and submit recommendations in regard to 
legislation. Additional facts should be considered before the Congress recon- 
siders its policy in regard to the agricultural exemption. 


Senator Smatuers. Mr. Mathews. 


STATEMENT OF HARRY 0. MATHEWS, CHAIRMAN, LEGISLATIVE 
COMMITTEE, NATIONAL INDUSTRIAL TRAFFIC LEAGUE 


(The statement of Mr. Mathews is as follows:) 


My name is Harry O. Mathews, of Chicago, Ill. I am general manager of 
transportation of Armour & Co., a member of the National Industrial Traffic 
League, and chairman of the legislative committee of the league. I appear on 
behalf of the league. 

The National Industrial Traffic League is a national organization of those 
directly and individually engaged in the shipment and receipt of commodities; 
its membership also includes chambers of commerce, boards of trade, and similar 
commercial organizations whose members likewise have a substantial and con- 
tinuing interest in traffic and transportation matters. The league represents 
and expresses the interest of those who actually ship and receive freight, the 
payers of transportation charges; it has no carrier membership. 

Membership is drawn from all parts of the United States and includes prac- 
tically every line of industrial and commercial activity. Members make use 
of all of the different types of transportation, railroad, motor carrier, water, air, 
and pipeline and freight forwarder, and have a direct interest in the continued 
operation and well-being of these types of transportation. 


PREVIOUS LEAGUE APPEARANCES BEFORE COMMITTEES 


The league has been active in discussions of national transportation questions 
for many years, has followed closely the work and recommendation of former 
boards and committees, such as the President’s Committee of Six, appointed 
in 1935, and has participated in the hearings and discussions before the Senate 
comuinittee, as well as the House committee, in the legislation which terminated 
in the Transportation Act, 1920, the Transportation Act, 1940, and all of the 
major revisions of the Interstate Commerce Act which have been considered or 
accomplished in the past 30 years. 

More recently the league presented its views in 1950 on Senate Resolution 50, 
the Bricker report. In 1956 it presented detailed analysis and views with respect 
to the recommendations of the so-called Cabinet Committee report, prepared by 
the Presidential Advisory Committee on Transport Policy and Organization. 

Many of the proposals now being considered were the subject of recom- 
mendations at that time and it is possible that the deteriorating situation in which 
the subcommittee now finds the railroads is due in part to the failure to act then. 
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In any event, it is the belief of the league that decision and action by the 
Congress on sound measures of relief to the railroads are urgently needed 
here and now. 


FUNDAMENTAL TRANSPORTATION PRINCIPLES 


The American public needs and expects excellent transportation in all forms, 
and plenty of it at low cost, consistent with profitable operations. The primary 
goal of the National Industrial Traffic League is to see those needs fulfilled 
and the league is dedicated to the preservation of an adequate and efficient 
national transportation system. 

At all times the league has regarded as of highest importance to these ends the 
adherence to certain key principles. 

First, the league urges the continuation of private ownership and operation of 
the entire national transportation system. 

Secondly, the league urges that the regulation of carriers, to the extent such 
regulation is necessary and desirable, shall be by an Interstate Commerce Com- 
mission organized and functioning as an independent regulatory tribunal owing 
no responsibility or allegance to the executive branch aud reporting only to the 
Congress. 

Finally, the league believes as a matter of principle in a regulatory scheme that 
is impartial, that does not attempt to preserve one mode of transportation by 
actions which have the effect of denying to the public the benefit of an inherent 
cost or service advantage of a competing mode, and that relies upon a maximum 
of competitive freedom and responsibility in management with a minimum of 
governwental supervisions and controls. 


NATIONAL TRANSPORTATION POLICY 


In 1940 the Congress adopted as a preamble to the Interstate Commerce Act 
the present declaration of national transportation policy, which expresses in very 
large part the recommendations which this league has adopted at a special meet- 
ing in February 1939. 

But this statement of policy expresses the aim of developing and coordinating 
the various means of transport, and requires that each specific provision of the act 
so should be interpreted in the light of such policy. From the beginning, surface 
carriers have urged that it was therefore the duty of the Interstate Commerce 
Commission to cvordinate the various means of transport, to the extent even of 
allocating traffic through rate regulation and by other means. 

See the National Transportation Policy and Intercarrier Competitive Rates, 
Opphenheim. 

Over the years, this view has gained considerable acceptance and the league 
believes that it is in large measure responsible for the railroad situation today. 

Consequently, the league supported the revision of the national transportation 
policy as recommended by the Cabinet Committee report and set out in S. 1920 
(and H. R. 6141) in 1956, but with important changes and improvements. As 
appendix A attached to this statement there is set forth the national trans- 
portation policy as there advocated by the league. 

(a) By far the most important change thus recommended in the national 
transportation policy is the elimination of the present language for coordinating 
a transportation system and the inclusion of a clear instruction to encourage 
competition among carriers and between modes of transportation. As to this, 
the league is in fundamental disagreement with those spokesmen for carrier 
organizations to whom the word “competition” seems to be synonymous with the 
word “destruction.” The league believes that more freedom of competition is 
needed, not less; that a return to greater freedom of competition constitutes 
a necessary part of a true, free enterprise system. Those who oppose what they 
‘all a return to the jungle offer as a still less attractive alternative—a cage 
in the zoo. 

(b) Of equal importance with the provision for encouraging competition is 
the provision for reducing economic regulation to a minimum. The league 
believes this is necessary in order to place upon railroad management the 
maximum responsibility for providing low cost, excellent, and plentiful trans- 
portation, and for initiating improvements without waiting for a regulatory 
body to investigate and require changes, or for the patrons to make suggestions 
or file complaints. Under the American system it is an important fundamental 
that the responsibility for designing, planning and providing the best service 
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at the lowest cost should be upon the management of the enterprise rather than 
upon its patrons or a regulatory body. This fundamental requires expression 
in the national transportation policy, we believe. 

(c) Another important change recommended in this policy statement, is the 
elimination of the present language for administering each section of the act 
in the light of the policy statement, and the insertion of the provision that the 
policy does not confer any authority or impose any restrictions upon the Com- 
mission which is not provided in substantive provisions of the act. 

This change is to make clear that the transportation policy statement is to 
ve treated as a preamble, a guide to the Commission in their administration of 
uuthority elsewhere granted in the act, and is in itself intended neither to 
expand nor limit any substantive provisions contained in the body of the act. 

In short, the transportation policy should be no part of the substantive law. 
It should give the Commission no power to perform any act, no jurisdiction 
over any subject matter, not otherwise set out in the body of the act. It is 
the belief of the league that Commission decisions in recent years, and court 
decisions sustaining such Commission determination, have so construed the 
uct as to make the transportation policy statement a substantive part of the 
law. This the league considers highly undesirable, and to prevent its recur- 
rence, proposes the amendment of the policy statement as here set out. 


REGULATION OF RATES 


The regulation of prices, perhaps more than any other feature of the regu- 
latory scheme, will determine whether there is to be adherence to the prin- 
ciples stated above, namely of impartiality preservation of the inherent 
advantages of each mode of transportation, and reliance upon management 
responsibility and competition among carriers, with relaxation of strict rate 
regulation which tends to lessen the vigor and proper independence of carrier 
management. 

By fixing minimum rates for one mode of transportation the regulator can, 
if its duty so appears, protect another, higher cost mode of transportation from 
its competition and at the same time deny to the users of the competitor the 
inherent advantage of its lower cost of operations. 

It is, therefore, the fundamental position of the league that rates should be 
made according to the transportation circumstances and conditions surround- 
ing the mode of transport that is to apply them to its traffic, and not accord- 
ing to the effect which such rates may have upon some other carrier or mode 
of transport. 

The league believes that this principle and the preservation of the inherent 
advantages which it alone will guarantee are of the greatest importance. The 
league also believes that it has not been sufficiently observed or accomplished 
up to the present time, and that additional freedom in ratemaking is warranted 
by the existing degree of competition in transportation and is necessary to pre- 
serve the inherent advantages of low-cost rail transportation. 

Certain of the railroad witnesses in these hearings have pleaded for greater 
freedom of ratemaking and proposed that the law be amended so as to provide 
that the Commission in prescribing just and reasonable rates shall not consider 
(1) the effect of such rate on the traffic of any other mode of transportation; (2) 
the relation of such rate to the charge of any other mode of transportation; or 
(3) whether such rate is lower than necessary to meet the competition of any 
other mode of transportation. 

This is substantially the same recommendation as was proposed in the former 
cabinet committee report, which the league has supported. 

Of all the railroad proposals this one is most seriously opposed by motor and 
water carrier witnesses, One of the motor-carrier witnesses, professing to belive 
in economic freedom for individual carriers, testified that “We are certain that 
the play of economic forces will eventually create a situation in which each 
form of transportation finds itself primarily performing that service to shippers 
and receivers which it does best, all factors considered * * *,” 

However, another motor-carrier witness made clear that the professed belief 
in such principles did not extend to giving them any such practical effect. That 
witness said, “They are asking you at these hearings to keep the tight limits on 
the commodities and territeries of their competitors and to free them to make 
selective rate reductions and pick us off like sitting ducks. They are asking 
you to hold our arms behind us while they annihilate us. * * *” 
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In other words, the motor carriers want the Commission to consider the 
rates and traffic of motor carriers as criteria in the prescribing of rates for 
railroads. The league is fundamentally opposed to that desire and urges 
greater freedom of ratemaking for all carriers in order that each form of trans- 
portation may really perform the service which it does best, all factors, including 
rates being considered, to paraphrase the words of the trucker witness quoted 
above. 

Accordingly, the league urges that the Commission’s power to prescribe maxi- 
mum or minimum rates as set forth in section 15 of the present Interstate Com- 
merce Act should be amended in two respects : 

1. Amend section 15 by inserting a proviso requiring that minimum rates may 
be determined and prescribed only according to the transportation circumstances 
and conditions surrounding transportation by the particular carrier for which 
the rates are being prescribed. 

2. Amend section 15 so as to provide that the Commission’s power to determine 
and prescribe the maximum and minimum to be charged shall not include 
authority to fix the exact rate or charge. 


COMMON CONTROL OF DIFFERENT MODES OF TRANSPORT 


Railroad witnesses have urged in these hearings that the railroads should 
be allowed, if they wish, to offer complete transportation service to their cus- 
tomers instead of just rail service and that Congress should repeal the present 
provisions of section 5 (2) (b) of the Interstate Commerce Act which limit 
the power of the Commission to authorize railroads’ acquisition of control over 
motor carriers. 

These views and recommendations are urgently opposed by motor carrier wit- 
nesses who say that the results would be the elimination of real competition, 
and the destruction of independent motor carriers. 

The league has not advocated any legislation on this subject, believing that 
judicial interpretation of the statute has allowed the Commission satisfactory 
leeway in approving motor carrier acquisitions by railroads and in issuing un- 
restricted certificates for motor carrier operations to railroad subsidiaries. 

In general, it has for many years been the policy of the league that it should 
be permissive by law for one form of transportaiton to operate through owner- 
ship or contractual arrangements with other forms of transportation for the 
purpose of providing a complete transportation service to the public. 

Such arrangements should be subject to a requirement that they must not 
unduly restrict competition. Carriers should be permitted and encouraged to 
coordinate their services within a single field and between different fields to the 
end that each carrier will transport the traffic and perform for the public the 
service for which it is best adapted. 


PASSENGER SERVICE ABANDON MENTS 


One of the recommendations of the Cabinet Committee report referred to here- 
inabove was as follows: 

“Empower the ICC to override certain State service requirements if con- 
tinuance of such service would result in a net revenue loss or otherwise unduly 
burden interstate and foreign commerce, provided reasonably adequate service 
in lieu thereof is avaiiable.” 

The league supported that recommendation and has appeared in favor of 
legislation which would give effect to it. While there does not appear to be any 
reliable estimate of the overall financial burden that is placed upon the rail- 
roads by reason of the failure of State authorities to authorize abandonment 
of unprofitable service, or because of delays in authorizing abandunments, there 
is no doubt that the loss is substantial and places a heavy burden on inter- 
state commerce. 

Such losses must be and are made up by higher rates on freight transportation, 
which in turn affect the competitive position of the railroads with other forms 
of surface transport that do not engage in the transportation of passengers. 

The league therefore urges, in harmony with the position in these hearings 
not only of railroad witnesses, but of airline and motor carrier witnesses as 
well, that paragraphs (3) and (4) of section 13 of the Interstate Commerce 
Act be amended so as to give the Interstate Commerce Commission substantially 
the same authority over intrastate service matters as it now has over intra- 
state rates, fares, and charges. 
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UNREGULATED TRANSPORTATION “PRIVATE CARRIER” DEFINITION 


The league opposes any attempt to change the definition of private carriage 
because the present definition is clear and workable, with no improvement sug- 
gested as possible by anyone, and a restatement thereof could only lead to con- 
fusion and further litigation. 

Proposals have been made during recent sessions of Congress to amend the 
definition of private carriers by motor vehicle as contained in part II of the 
Interstate Commerce Act. The proposed amendments are stated to be necessary 
to prevent the operation of so-called buy-and-sell carriers or itinerant peddlers. 
It is contended by proponents of such modification that enforcement of the 
act against this type of operation is impossible without amendments to the act. 

The definition of private carriers as set forth in section 203 (2) of the act was 
interpreted by the Commission in the Lenoir Chair case, and the Schenley cases, 
and by the Supreme Court of the United States in the Brooks case; in those 
eases the so-called primary business test was established. 

Proponents for modification contend that it is necessary to write into the 
statute the holding of the Court in the Brooks case. The amendments that 
have been proposed from time to time say nothing different than what the 
Court has interpreted the present definition to mean. They would therefore 
add nothing to the act which would make enforcement of the provisions against 
so-called itinerant peddlers or buy-and-sell carriers any easier or more effec- 
tive than the present provisions of the law. 

The league believes that unlawful operation of so-called buy-and-sell carriers 
can be stopped by proper enforcement of the present law and that modification 
or changes in the definition of private carriers will merely open up litigation 
before the Commission and the courts. The mere fact that the definition was 
changed would give to all those interests who want to restrict legitimate private 
carrier operations an opportunity to go again before the Commission and the 
courts insisting that the change in language must have meant that Congress 
had in mind something more than the primary business test as a method of 
determining legitimate private operations. 

The league is firmly of the opinion that no change in the definition of a 
private carrier is necessary and that unlawful operations of so-called itinerant 
peddlers or buy-and-sell operators is a matter of enforcement under the present 
provisions of the law. 

It has been cooperating therefore with the Commission and with carriers to 
bring about a program of enforcement under the satisfactory present terms of 
the law. 

At the present time the Commission is actively working up exemplary cases 
in which the league will cooperate and assist. 


AGRICULTURAL COMMODITIES EXEMPTION 


Witnesses for both the railroads and motor carriers in the current hearings 
of this subcommittee have urged clarification by Congress of the laws exempting 
motor-carrier hauling of agricultural products. As one railroad witness testified: 

“Originally intended as a benefit to the farmer, they have now been stretched, 
without congressional assent, to find wider fields—to the detriment of the rail- 
roads.” 

The subject of agricultural commodity exemptions as contained in section 
203 (b) (6) of the Interstate Commerce Act was the subject of intensive study 
und consideration by the league at its 1957 annual meeting. 

At that time, the league appointed a special committee to confer with other 
organizations, including agricultural groups, in an effort to determine upon 
modified language of section 203 (b) (6) to reasonably curtail the list of com- 
modities now exempted from regulation. 

The league so acted in the belief that the matter does require treatment. 
However, the work of the committee is not completed and the league anticipates 
that when such work has been finished it will have definite recommendations to 
make on the subject. The league therefore respectfully urges that further oppor- 
tunity to be afforded for it to be heard on this subject in connection with any 
specific legislation which may be introduced. 

Transportation tax: There is now pending before the Congress in the form 
of an amendment to H. R. 7125 a proposal to repeal the 3-percent excise tax 
on the transportation of property and the 10-percent tax on the transportation 
of passengers. This amendment was introduced by the chairman of the Senate 
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Committee on Interstate and Foreign Commerce with cosponsors including the 
chairman and members of this subcommittee. 

It would give effect to the unanimous views of all witnesses, railroad, airline, 
and motor carriers, who have appeared before the subcommittee. 

The league believes that the 10-percent Federal excise tax on passenger travel 
should be removed. It was originally established to discourage passenger travel 
during World War II, yet remains as a penalty tax on people who do not happen 
to own automobiles, and also as a fine discourager of needed passenger business. 

In 1954 William H. Ott, Jr., chairman of the league’s legislative committee 
appeared before the Senate Finance Committee urging repeal of the tax on 
transportation of property showing that it is objectionable because— 

(a) It is a tax which is compounded with its reassessment on repeated 
movements of the same property or the products of such property. In each 
of such movements, the transportation tax is an element of cost which ultimately 
is passed on to the consuming public in an amount which is greater than that 
of the tax itself. 

(b) The tax on the transportation of property is a tax on a necessity, not 
on a luxury. Transportation service and the flow of commerce which it rep- 
resents are indispensable in the life of the Nation. They should not be made a 
vehicle for tax assessment except under emergency conditions. 

(c) Since the amount of the tax is measured by the amount of the transporta- 
tion charge rather than by the value or the character of the commodity trans- 
ported, the spread in the amount of tax assessment varies greatly with the length 
of haul and increases as the length of haul increases. This spread places an addi- 
tional burden upon the long-haul shipper, decreasing his ability to compete in 
common markets, perhaps being the determining factor in his ability to so compete 
at all. The spread in the transportation tax, as well as in the transportation 
charge itself, can be a determining element in the relocation of business 
enterprises. 

(d) Since the tax applies only on charges paid to for-hire transportation 
companies, and not upon the costs of private transportation, it is an element in 
determining the method by which transportation services are performed, this to 
the competitive disadvantage of those transportation agencies in the for-hire 
field, whether air, water, highway, or rail. 

(e) The measure of the tax on the transportation of property is an element 
in determining the rate levels of for-hire transportation systems. In recent 
years, such systems have required substantial general increases in their levels of 
charges, with resulting question as to the ability of some traffics to pay those 
increased levels. The transportation tax, in effect, has increased the level of 
for-hire carrier charges by its own amount. 


PROPOSED TRANSPORTATION DEPARTMENT 


Another subject being considered in these hearings is the creation of a new 
Cabinet position, Secretary of Transportation. The league is opposed to that 
proposal, as it has been for many years. The subject is not a new one, it was 
first discussed in league meetings in 1923; again in 1934; and on various occasions 
since then. In 1934, the league membership voted to oppose any proposal to create 
a permanent executive office in the Federal Government, either as a Cabinet 
position or otherwise, with supervisory authority over the agencies of transporta- 
tion engaged in interstate and foreign commerce. This position has been re- 
affirmed on several occasions. 

The principal reason for objecting to the establishment of a Department of 
Transportation is to prevent the Interstate Commerce Commission, the Maritime 
Commission, and the Civil Aeronautics Board from coming under the control 
and influence of the Executive office, where such bodies would be subject to the 
whims of politics. As independent agencies reporting to Congress they should be 
able to continue to act for the general good of the public with a minimum of 
political interference. 


APPENDIX A 


It is hereby declared to be the national transportation policy of the Congress— 
(1) To provide for development, under the free enterprise system of dynamic 
competition, a strong, efficient, and financially sound national transportation 
industry by water, highway, and rail, as well as other means, which will at all 
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times remain fully adequate for national defense, the postal service, and 
commerce ; 

(2) To encourage competition between modes of transportation as well as 
among other carriers of each mode at charges not less than reasonable minimum 
charges, nor more than reasonable maximum charges, so as to encourage tecn- 
nical innovations, the development of new rate and service techniques, and the 
increase of operating and managerial efficiency, and the highest standards of 
service, safety, economy, efficiency, and the benefit to the transportation user 
and the ultimate consumer, but without unjust discrimination, undue prefer- 
ence or advantage, or undue prejudice, and without excessive or unreasonable 
charges on any traffic. 
ee Zo cooperate with the several States and the duly authorized officials 
thereof ; 

(4) To reduce economic regulation of the transportation industry to the mini- 
mum consistent with the public interest and to the end that the inherent eco- 
nomic advantages including cost and service advantages, of each mode of 
transportation, may be fully realized in such a manner so as to reflect its full 
competitive economic capabilities ; and 

(5) To require that such minimum economic regulation be fair and impartial, 
without special restrictions, conditions, or limitations on individual modes of 
transport. 

The foregoing declaration of national transportation policy does not confer 
any authority or impose any restriction on the Commission which is not pro- 
vided in the substantive provisions of the act and is to be used solely as a 
statement of congressional intention for guidance in the interpretation, admin- 
istration and enforcement of the act. 


Mr. Maruews. Thank you, Senator. 

In connection with the National Industrial Traffic League state- 
ment, there are several items in it, some of which I must ask your in- 
dulgence to read, on account of the importance we put on them. 

The league is an association of shippers, and 1 am chairman of 
the legislative committee, and therefore representing the league. One 
of the important 

Senator Smaruers. May I ask you this question ? 

You are the general manager of transportation of Armour & Co.? 

Mr. Matuews. Yes, sir. 

Senator Smatuers. In other words, you are wearing two hats 
here? 

Mr. Maruews. Yes. Although the statement I make will be in 
connection with the league, unless there are some questions beyond 
re which I can answer as transportation manager of the Armour 

0. 

The first important item in connection with the important funda- 
mental transportation principles which the league wishes to have 
considered: First, the league urges the continuation of private own- 
ership and the operation of the entire national transportation system. 

Secondly, the league urges that the regulation of carriers to the 
extent such regulation is necessary and desirable, shall be by an 
Interstate Commerce Commission organized and functioning as an 
independent regulatory tribunal owing no responsibility or allegiance 
to the executive branch and reporting only to the Congress. 

Finally, the league believes as a matter of principle in a regulatory 
scheme that is impartial, that does not attempt to preserve one mode 
of transportation by actions which have the effect of denying to the 
public the benefit of an inherent cost or service advantage of a com- 

eting mode, and that relies upon a maximum of competitive 
Sesodan and responsibility in management with a minimum of gov- 
ernmental supervisions and controls. 
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Now, regarding the national transportation policy, the league sup- 
ported the revision of the national transportation policy, as recom- 
mended by the Cabinet committee report, and set out in S. 1920, 
in appendix which is attached to this statement set forth the national 
transportation policy as there advocated by the league, with some 
changes over the bills. 

By far the most important change thus recommended is the elimi- 
nation of the present language for coordinating a transportation 
system and the inclusion of a clear instruction to encourage competi- 
tion among carriers and between modes of transportation. As to 
this, the league is in fundamental] disagreement with those spokesmen 
for carrier organizations to whom the word “competition” seems to 
be synonymous with the word “destruction.” The league believes 
that more freedom of competition is needed, not less; that a return 
to greater freedom of competition constitutes a necessary part of a 
true free-enterprise system. Those who oppose what they call a 
return to the jungle offer as a still less attractive alternative a cage 
in the zoo. 

(6) Of equal importance with the provision for encouraging com- 
petition is the provision for reducing economic regulation to a mini- 
mum. The league believes this is necessary in order to place upon 
railroad management the maximum responsibility for providing low 
cost, excellent, and plentiful transportation, and for initiating im- 
provements without waiting for a regulatory body to investigate and 
require changes, or for the patrons to make suggestions or file com- 
plaints. 

Another important change recommended in the policy statement 
is the elimination of the present language for administering each 
section of the act in light of the policy statement, and the insertion 
of the provision that the policy does not cover any authority or 
impose any restriction upon the Commission which is not provided 
in substantive provisions of the act. 

Now, regarding regulation of rates, and in this case I will have to 
read most of it, Senator, if you don’t mind? 

Senator Smaruers. All right. Go ahead. 

Senator ScHorrret. What page are you on, please? 

Mr. Martnews. I am starting at the bottom of page 5 and I will 
skip a part or two in there which I will call to your attention. 

The regulation of process, perhaps more than any other feature of 
the regulatory scheme, will determine whether there is to be ad- 
herence to the principles stated above, namely of impartiality, pres- 
ervation of the inherent advantages of each mode of transportation, 
and reliance upon management responsibility and competition among 
carriers, with relaxation of strict rate regulation which tends to 
lessen the vigor and proper independence of carrier management. 

By fixing minimum rates for one mode of transportation the regula- 
tor can, if its duty so appears, protect another, higher cost mode of 
transportatoin from its competition and at the same time deny to 
the users of the competitor the inherent advantage of its lower cost 
of operation. It is therefore, the fundamental position of the league 
that rates should be made according to the transportation circum- 
stances and conditions surrounding the mode of transport that is to 
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apply them to its traffic, and not according to the effect which such 
rates may have upon some other carrier or mode of transport. 

Mogae ScHoEPPEL. Can you give us an example of what you mean 
there 

Mr. Maruews. In the meat business, the railroads have attempted 
recently to set a rate for the packers and to create a business for them- 
selves, to recover business from the trucks, to the eastern seaboard 
from the Middle West. 

The truckers would like that rate fixed to protect that mode of trans- 
portation, and not allowing the railroads to get the rate to where they 
want to put it, which they claim is compensatory and which has not 

uite been decided, but which was decided in their own mind when 
they put it in. 

So the regulatory body, the Commission, could fix a rate that would 
protect that mode of transportation beyond what we as shippers and 
the railroads feel is necessary, and consequently raise the rate level 
to a point above which it is necessary to provide adequate return to 
the carriers, and a satisfactory transportation product. I don’t know 
whether that quite explains what you want. But to me having been 
mixed up as close with it as I have—— 

Senator Scnorrret. Where a railroad takes it from your Chicago 
plant to a point here in this city, say ? 

Mr. Maruews. Yes, sir. 

Senator Scuoerret. That would be a direct or a related haul into 
this area. 

Mr. Marnews. Yes. 

Senator Scuorrret. Now, a trucker may bring it on in here and he 
may not go to that particular terminal but he may have 3, 4, 5 other 
places, is that what you are talking about ? 

Mr. Matuews. No, it isa protection of the line-haul rate. 

Senator Scnorrrei. That is what I wanted. 

Mr. Matuews. Not the service beyond, the line-haul rate, because 
that is a service that may be available by tariff for so-called distribu- 
tion, which the trucker can make or which a local cartage company 
can make, as for example, here in Washington and do make. 

It is an additional charge to the line haul in both cases, so far as I 
know; Washington can say for sure it is but it is in other places. 

Senator Scnorpret. Going back to your first proposition that we 
are talking about, where are you hurt, particularly hurt by that? 

Mr. Maruews. The end product being a rate higher than we feel, 
and the shipper feels and not only feels but believes by his method -of 
calculation and work with the carriers, to be necessary to provide the 
adequate transportation at a reasonable and a profitable cost. 

In other words, we don’t want transportation at no profit. We 
want a profit in it, for the carrier, or else he can’t exist. 

Senator Scuorrren. Are you contending then that the railroads 
would charge a lesser rate than what you could actually do it over 
the long run for and make a profit ? 

Mr. Matuews. No, not whet we could actually do by ourselves, but 
what could be done by some other form of public transportation. 

In other words, the relation between the common carrier, and the 
contract carrier, and the railroad as a common carrier, should not be 
fixed one to protect one with respect to the other, but fixed on the 
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basis of what the real cost plus a profit is to that transportation, if 
it can be so related. Rate regulation has never been quite on that 
basis, except on certain point-to-point hauls brought forth by com- 
petition. It has been started on a different basis, and still is in gen- 
eral, and therefore, we get to the “shall nots.” 

Senatoh Smaruers. Senator Lausche, do you want to ask a ques- 
tion ? 

Senator Lauscne. Yes. I am looking at page 3 of your state- 
ment 

Mr. Martuews. Yes, sir. 

Senator Lauscue. At the top there, you say: 

Finally the league believes as a matter of principle in a regulatory scheme 
that is impartial, that does not attempt to preserve one mode of transportation 
by actions which have the effect of denying to the public the benefit of an in- 
herent cost or service advantage of a competing mode. 

Is that language related to what you just got through discussing? 

Mr. Marnews. Yes, that is right; that is right. 

Senator Lauscue. Now, what you are complaining about is that 
a railroad can chage you a rate which will produce a profit to it, and 
put it in the position of rendering what you would call nondiscrimi- 
natory services, but it is not allowed to do that because the Interstate 
Commerce Commission must. preserve the four modes of transporta- 
tion under the present language of the act. 

Mr. Matuews. Senator, I am not too sure that it is not allowed 
to do it. It doesn’t get done by the action of the Commission in pre- 
serving the other modes of transportation. Sometimes it gets done 
through long litigation. What we are concerned about is that— 
maybe I don’t answer your question. 

Senator Lauscue. Yes, you do, but I would like to get that clearly 
in mind. 

The railroads testified that they wanted the law amended so that 
they would be permitted to use, to the fullest advantage, their mass 
method of transportation, and that they would be allowed to make 
charges whenever they would make a profit on the charge, and when- 
ever it would be shown that they were not discriminating? 

Senator Lauscue. That is right. 

Mr. Marnews. And they made the proposition to us, that under 
existing law they can’t do that because the Interstate Commerce says 
that: “We have got to preserve the airlines and we have to preserve 
the barges.” And if the railroads cut too low you will destroy 1 
of the other 3. 

Senator Lauscue. Are we reaching a common point in this? 

Mr. Maruews. I think so. This sentence, I think I had finished 
reading when Senator Schoeppel asked a question which says: 

It is therefore the fundamental position of the league that rates should be 
made according to the transportation circumstances and conditions surrounding 
the mode of transportation that is to apply them to its traffic, and not according 
to the effect which such rates may have upon some other carrier or mode of 
transportation. 


Senator Lauscne. All right. 
Is it your position that the law is now adequate to carry into effect 
your recommendation ? 
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Mr. Matuews. Senator, would you mind—I would like to reserve an 
answer to that until I get to another part of this which I think may 
explain a little modification that we have in mind. 

Senator Lauscue. All right. 

Mr. Maruews. Certain of the railroad witnesses in these hearings 
have pleaded for greater freedom of ratemaking and proposed that 
the law be amended so as to provide that the Commission in prescrib- 
ing just and reasonable rates shall not consider (1) the effect of such 
rate on the traffic of any mode of transportation; (2) the relation of 
such rate to the charge of any other mode of transportation; or (8) 
whether such rate is lower than necessary to meet the competition of 
any other mode of transportation. This is substantially the same 
recommendation as was proposed in the former Cabinet committee 
report, which the league has supported, and is generally known as the 
three “shall nots.” 

Of all of the railroad proposals this one is most seriously opposed 
by motor and water carrier witnesses. One of the motor carrier wit- 
nesses, professing to believe in economic fredom for individual car- 
riers testified that— 

We are certain that the plan of economic forces will eventually create a situa- 
tion in which each form of transportation finds itself primarily performing that 
service to shippers and receives which it does best, all factors considered * * * 

However, another motor carrier witness made clear that the pro- 
fessed belief in such principles did not extend to giving them any such 
practical effect. That witness testified : 

They are asking you at these hearings to keep the tight limits on the com- 
modities and territories of their competitors and to free them to make selective 
rate reductions and pick us off like sitting ducks. They are asking you to hold 
our arms behind us while they annihilate us * * * 

In other words, the motor carriers want the Commission to con- 
sider the rates and traffic of motor carriers as criteria in the prescrib- 
ing of rates for railroads. The league is fundamentally opposed to 
that desire and urges greater freedom of ratemaking for ali carriers 
in order that each form of transportation may really perform the 
service which it does best, all factors, including rates being considered, 
to paraphrase the words of the trucker witness quoted above. 

enalee Lauscue. Just a moment. 

Mr. Matuews. I would like to finish this, because right here may 
answer what you have in mind. I don’t mean to interrupt you, sir. 

Senator Lauscuer. No, that is fine. 

Mr. Maruews. Accordingly, the league urges that the Commis- 
sion’s power to prescribe maximum or minimum rates as set forth in 
section 15 of the present Interstate Commerce Act should be amended 
in two respects: 

1. Amend sec. 15 by inserting a proviso requiring that minimum 
rates may be determined and prescribed only according to the trans- 
portation circumstances and conditions surrounding transportation 
by the particular carrier for which the rates are being prescribed. 

2. Amend sec. 15 so as to provide that the Commission’s power to 
determine and prescribe the maximum and minimum to be charged 
shall not include authority to fix the exact rate or charge. That we 
think is necessary in order to fix this thing we are talking about. 

Senator Smaruers. All right, Senator Lausche ? 
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Senator Lauscue. Is it your opinion that under the present mode 
of control and regulation the public has been denied too greatly the 
benfits that would come from genuine competition among the four 
modes of transportations ? 

Mr. Martuews. I think that is right, sir. 

We think that doesn’t apply in all cases but in many cases it does, 
and that is the reason for our position, to give a freer movement 
toward tranpsortation as to its cost rather than its value. 

Senator Lauscur. And your belief is that if they were given 
greater freedom of competition among the different modes of trans- 
portation, greater benefits would flow to the public. 

Mr. Matuews. Yes, sir. 

Senator Lauscue. Now then, do you apply that principle also to the 
fixing of the rates among the railroads in their own type of trans- 
portation, as distinguished from the other three types? 

Mr. Marnews. Senator, the railroads have some troubles with re- 
spect to their own getting together on rates, particularly—I am not 
sure that I am answering your question just right—particularly with 
respect to divisions. 

Senator Lauscne. I will give you this preliminary background. 

Someone explained that the railroads wanted an unlimited right 
to compete with the other 3, providing they charged a rate that gave 
them a profit, and providing that they didn’t discriminate improp- 
erly, but said, while we want that unlimited competition with the 
other 3, we don’t feel that it should apply among ourselves. Does that 
make it clear ? 

Mr. Maruews. Yes. I think maybe an example might be that 
there are several routes between an origin and destination, which I 
think Senator Schoeppel may have had in mind awhile ago, and 
which one is the cheapest as far as the railroads are concerned, and 
others are more costly until you get to the point where you have quite 
a circuitous route, and many interchanges. 

Perhaps they should be—some of those routes s!:ould be more re- 
stricted than they are unless there is some good reason for the ship- 
per to want them, and if he does he should be willing to pay an addi- 
tional cost over the above. But the railroads object to that, or have, 
in connection with our products, because they don’t want to stifle 
each other to the point where they have too much trouble within. 

Does that answer your question ? 

Senator Lauscue. Yes. 

Senator Smatuers. All right, Mr. Mathews, move forward, please. 

Mr. Maruews. We touched upon the common control of different 
modes of transport, wherein railroad witnesses have urged in these 
hearings that the railroads should be allowed, if they wish, to offer 
complete transportation service to their customers instead of just rail 
service and that Congress should repeal the present provisions of sec- 
tion 5 (2) (b) of the Interstate Commerce Act which limit the nower 
of the Commission to authorize railroads’ acquisition of « 
motor carriers. 

These views and recommendations are urgently opposed by motor 
carrier witnesses who say that the results would be the elimination of 
real competition, and the destruction of independent motor carriers. 

In general, it has been for many years the policy of the league that 
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it should be permissive by law for one form of transportation to op- 
erate through ownership or contractual arrangements with other 
forms of transportation for the purpose of providing a complete trans- 
portation service to the public. Such arrangements should be sub- 
ject to a requirement that they must not unduly restrict competition. 
Carriers should be permitted and encouraged to coordinate their 
services within a single field and between different fields to the end 
that each carrier will transport the traffic and perform for the public 
the service for which it is best adapted. 

With regard to passenger service abandonments, the league sup- 
ported the recommendation of the cabinet committee report in favor 
of legislation that would give effect to that recommendation. While 
there does not appear to be any reliable estimate of the overall finan- 
cial burden that is placed upon the railroads by reason of the failure 
of State authorities to authorize abandonment of unprofitable service, 
or because of delays in authorizing abandonments, there is no doubt 
that the loss is substantial and places a heavy burden on interstate 
commerce. 

The league therefore urges that in harmony with the position in 
these hearings that not only of railroad witnesses, but of airline and 
motor carrier witnesses as well, that paragraphs (3) and (4) of sec- 
tion 13 of the Interstate Commerce Act be amended so as to give the 
Interstate Commerce Commission substantially the same authority 
over intrastate service matters as it now has over intrastate rates, fares, 
and charges. 

With regard to unregulated transportation, and particularly the 
private carrier definition, the league opposes any attempt to change 
the definition of the private carrier because the present definition is 
clear and workable, with no improvement suggested as possible by 
anyone, and a restatement thereof could only lead to confusion and 
further litigation. 

We think that the so-called buy and sell carriers or itinerant ped- 
dlers can be handled under the present law, and we have been work- 
ing very close with the Chairman of the Commission. Commissioner 
Freas, and other agencies, to watch the effect of the present efforts of 
the Commission to enforce the act, as it is now written and we think 
that will take care of the situation and without any change in the 
present law. We have stated that in a couple of pages which I don’t 
think I need to restate. 

In connection with the agricultural commodity exemption, the 
league has no position. We have a special committee working on the 
matter. They have not had time to review it, and we respectfully 
urge that further opportunity be afforded to us when the legislation 
may be introduced. 

Senator ScHorrreL. Don’t you have that right now, when bills are 
up here, you have never been precluded from appearing or anything? 

Mr. Matuews. That is right. We put that statement in because— 
so that we wouldn’t be precluded. 

Senator Smaruers. You say you appointed this committee in 1957. 
What month was that in 1957? 

Mr. Matuews. November or December. The committee was finally 
selected, I believe in January of 1958, when we had the committee 
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roster full, completely made up, and committee members are conduct- 
ing, or making up this statement or stories of their own business, and 
we will submit it very soon. 

Senator SmaTuers. And you would not want this Congress to delay 
some action with respect to railroads awaiting this particular sub- 
committee report, would you? 

Mr. Matuews. No, sir. If I can step out of the league representa- 
tion for a second, and represent Armour Co., in this statement, we 
have watched with a great deal of interest the bills that are now a 
matter of record, and have studied our problems in our type of busi- 
ness in connection with agricultural amendments and as far as Armour 
and Co. is concerned, there are two products which must continue to 
move freely as exempt commodities in our opinion, that is livestock 
and poultry, either live or dressed. 

We are rendering what assistance we can to other interested agen- 
cies, some of which you heard this morning in that matter, and we 
will be ready—the league will be ready on very short notice to enter 
into any further discussions that are required. 

Senator Smatuers. I would like to say this on behalf of the com- 
mittee, we are holding these hearings now for the purpose of trying 
to determine whether this particular agricultural amendment should 
be considered. This is the opportunity to be heard. All these other 
groups have come up here, and given us the benefit of their ideas. 

Now, we don’t want to preclude you in any fashion whatever. I 
think if you could get your committee to go ahead ard make a rec- 
ommendation, we will make it a part of the record of these proceed- 
ings. 

Mr. Matnews. All right, sir. 

Senator Smaruers. But this may be the last opportunity that we 
are going to have for open hearings on that particular amendment. 

Mr. Matuews. Senator, in the league, there are of course, many 
members who have no interest at all in agricultural exemptions. 

Senator Smatuers. Right. 

Mr. Matuews. And we had to get a committee whose primary knowl- 
edge of that, which would be workable and we will follow our judg- 
ment and thank you very much for it. P 

Senator SMaTHErs. Thank you. Go ahead. 

Mr. Marnews. In the matter of transportation tax, I think it is 
sufficient to say that in 1954, the chairman of the league’s legislative 
committee, Mr. William H. Ott, appeared before the Senate Finance 
Committee urging repeal of the tax on transportation of property 
showing that it is objectionable because : 

(a) It is a tax which is compounded with its reassessment on re- 
peated movements of the same property or the products of such prop- 
erty. In each of such movements, the transportation tax is an element 
of cost which ultimately is passed on to the consuming public in an 
amount which is greater than that of the tax itself. 

(b) The tax on the transportation of property is a tax on a necessity, 
not on a luxury. Transportation service and the flow of commerce 
which it represents are indispensable in the life of the Nation. They 
should not be made a vehicle for tax assessment except under emer- 
gency conditions. 
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(c) Since the amount of the tax is measured by the amount of the 
transportation charge rather than by the value or the character of the 
commodity transported, the spread in amount of tax assessment varies 
greatly with the length of Salad ioenadee. 

This spread places an additional burden upon the long-haul shipper, 
decreasing his ability to compete in common markets, perhaps bain y 
the determining factor in his ability to so compete at all. The sprea 
in the transportation charge itself, can be a determining element in 
the relocation of business enterprises. 

(d) Since the tax applies only on charges paid to forhire transpor- 
tation companies and not upon the costs of private transportation, it 
is an element in determining the method a which transportation 
services are performed, this to the competitive disadvantage of those 
transportation agencies in the forhire field, whether air, water, high- 
way, or rail. 

(e) The measure of the tax on the transportation of property is 
an element in determining the rate levels of forhire transportation 
systems. 

In recent years, such systems have required substantial general in- 
creases in their levels of charges, with resulting question as to the 
ability of some traffics to pay those increased levels. The transporta- 
tion tax, in effect, has increased the level of forhire carrier charges by 
its own amount. 

Senator ScnorpreL. That is one thing that all of you people appear- 
ing before this committee agree on, that that iniquitous tax ought to 
come off. I think a big mistake was made when we didn’t put off a cut- 
off date in some of this legislation. I hope the Congress is not going 
to be that foolish again. 

Mr. Marnews. We would appreciate very much it being handled. 

One other item we touch upon is the proposed transportation de- 
partment. Another subject being combidaned in these hearings is the 
creation of a new cabinet position, Secretary of Transportation. The 
league is opposed to that 9h Pe as it has been for many years. 

The principal reason for objecting to the establishment of a De- 
partment of Transportation is to prevent the Interstate Commerce 
Commission, the Maritime Commission, and the Civil Aeronautics 
Board from coming under the control and influence of the executive 
office where such bodies would be subject to the whims of politics. 

As independent agencies reporting to Congress they should be able 
to continue to act for the general good of the public with a minimum 
of political interference. 

Senator Smatuers. All right, sir, thank you very much, Mr. Math- 
ews. Any questions? 

Senator Scuorrren. No questions. 

Senator Smarners. Thank you very much. 

Our next witness is Mr. John Hargreaves, Delmarva Poultry 
Industries. 

Senator Smaruers. All right, Mr. Hargreaves, go right ahead. We 
will make your statement in full a part of the record. 

If there is any way you can brief it through extemporaneous re- 
marks, it would be appreciated. 

Mr. Harcreaves. Yes, sir. 
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STATEMENT OF JOHN R. HARGREAVES, PRESIDENT, DELMARVA 
POULTRY INDUSTRY, INC. 


Mr. Harereaves. Mr. Chairman and members of this committee, my 
name is John R. Hargreaves and I am appearing here in my capacity 
as president of the Delmarva Poultry Industry, Inc., with offices in 
Georgetown, Del. 

Delmarva Poultry Industry, Inc., (DPI) is an association of poul- 
try growers, hatcherymen, processors, feed manufacturers and deal- 
ers, supply dealers, and various other business organizations whose 
very existence is dependent upon the welfare of the public industry. 

This statement is made on behalf of the DPI and represents the 
broiler producing and marketing area known as the Delmarva Pen- 
insula, consisting of the State of Delaware, 9 counties in Maryland 
and 2 counties in Virginia located on the Eastern Shore. 

On a national basis poultry is the third most important farm com- 
modity, accounting for approximately 11 percent of the total farm 
income. However, on the Eastern Shore, in our area, broilers repre- 
sent better than 50 percent of the agricultural income. In 1957 gross 
sales of poultry from the Delmarva Peninsula amounted to $156 
million. Last year a total of 12,697 people in this area worked di- 
rectly in some branch of the industry; farmers, farmworkers and 
growers accounted for 7,002 of this total. 

Because of the economic importance of poultry to our section of 
the country and because of the tremendous impact of the agricultural 
exemption on the poultry industry, DPI requested that I appear 
here before you to explain our position on this controversial issue. 
T was asked to represent DPI partly because of my position as presi- 
dent of that organization, and partly because of my experience in 
that portion of the poultry industry associated with the marketing 
and distribution of our finished products. {I am in the poultry pro- 
cessing field. I have experienced the marketing problems encountered 
by our industry while the transportation of its products was regu- 
lated; and, in the past 4 years have gained a working knowledge of 
our industry’s utilization of the agricultural exemption. ; 

I understand that these hearings are being conducted for the pur- 
pose of determining what action, if any, can be taken by Congress 
to alleviate the problems of the railroads. In their testimony before 
this committee the railroads have alleged that the exemption of cer- 
tain foodstuffs has disastrously affected their tonnage and revenue. 
This is certainly not true of poultry products, since they are not 
readily adaptable to shipment by rail. Time is an invaluable factor 
in the marketing of poultry. While the railroads are in some cases 
able to offer service at a more attractive rate, their brand of service 
is so definitely inferior to that available from motor carriers as to 
render the difference in rate inconsequential, In the case of some 
long-distance movements of frozen product, the railroads are com- 
retitive on both price and service. They have retained this traffic 
in spits of exemption. 

Hence the economic regulation of presently exempt poultry prod- 
ucts would have practically no effect on the amount of traflic the 
railroads would handle. If the railroads desire to secure a portion 
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of our traffic presently being handled by motor carriers they must, 
as a practical matter, raise their standards of service to a competitive 
level. 

Mr. Chairman, the agricultural exemption has been a boon to the 
poultry industry. Every single branch of our industry has benefited 
as a result of the agricu bared cabeanption of fresh and frozen pou'try 
products. The effects of exemption on the poultry industry are 
manifold—starting with the initial movement of feed grains from 
farms to storage points and thence to feed mills, continuing through 
the transportation of live poultry from the grower to the processor, 
and ending with distribution to the ultimate consumer. 

Foodstuffs require flexible distribution because of the many vari- 
ables such as holidays, public opinion, weather, and market conditions 
which affect food sales. To market perishable products in such an 
atmosphere requires an alert staff and an extremely flexible trans- 
portation service. We cannot distribute our products efficiently under 
economic regulation such as that to which we were subjected prior 
to the court’s ruling in the Kroblin case (/nterstate Commerce Com- 
mission v. Kroblin (N. D. Iowa 1953) 113 F. Supp. 599, deciuled 
June 30, 1953; decision affirmed (8 Cir. 1954) 212 F. 2d 555 on May 
11, 1954; certiorari denied (348 U. S. 836) on October 14, 1954). 

The inefficiencies in marketing produced by this regulation are cer- 
tainly not unknown to Members of the Senate. As a matter of fact, 
the Senate Select Committee on Small Business, in Senate Report 1693, 
accurately described the trade barriers imposed by regulation of the 
motor carrier industry. I shall not burden this committee with addi- 
tional specific examples of the uneconomic marketing practices forced 
on our industry by the ICC’s administration of the Motor Carrier Act, 
but I can state unequivocally that the transportation service available 
for poultry products under exemption is far superior to what was 
available to our industry when transportation of its products was 
reglated by the Interstate Commerce Commission. 

In his statement before this committee, Mr. Cyrus B. Weller, of 
Frozen Foods Express, said, “* * * long-established marketing pat- 
terns are being disrupted.” 

Certainly they are—the economic barriers posed by regulation pro- 
hibited the marketing of foodstuffs in an efficient and practical manner. 
The marketing patterns mentioned above were uneconomic, discrim- 
inatory, and certainly contrary to the public interest. Since the ad- 
vent of exemption this is no longer the case. We can now supply 
our many and varied markets throughout this entire Nation with the 
type, quality, and quantity of product required by each marketing area 
whenever and wherever necessary. To be able to accomplish these 
ends at a low cost is no more than an added dividend to the entire 
poultry industry. 

As the total production of the poultry industry approaches in volume 
the demand for its products, customer service plays an increasingly 
important role in sales. The ability of the poultry industry to main- 
tain and improve its customer services hinges on the kind of transpor- 
tation available. This is not like speculation; it is a fact. More and 
more frequently sales are dependent upon the industry’s ability to de- 
liver less-than-truckload shipments, make delivery during the night or 
early morning hours, or to make delivery direct to various warehouses 





PROBLEMS OF THE RAILROADS 1383 


or stores instead of to one central point. Since these contingencies 
make the traffic less desirable from the carrier’s point of view, it is 
necessary that they be reimbursed for these additional services. Our 
industry is willing to pay for the brand of service it desires—and we 
do so. The exempt carriers serving our industry are compensated 
fairly for multiple stops and are paid a special less-truck-load rate for 
that type of service. Because they are suitably remunerated, the ex- 
empt carriers serving our industry are willing to adjust their opera- 
tions to the requirements of the present and future rather than cling- 
ing to outmoded tariffes, rules, operations, and equipment. 

Much has been said of the deterioration of service and equipment 
which must inevitably follow freedom from economic regulation. 
This is now shown to be unfounded speculation. Rather than de- 
teriorating, the service and equipment being offered to our industry 
by exempt carriers is constantly improving. 

I cannot overemphasize the importance of product protection when 
deaiing with perishable commodities. Exempt carriers have shown re- 
markable willingness and ingenuity in helping our industry to deliver 
its products to the housewife at the same high quality level at which 
they were packed. The transportation facilities presently handling 
the distribution of our products show marked improvement over those 
offered prior to the exemption. Important and gratifying though 
these results are, the truly impressive aspect of the exempt carriers is 
their willingness, even eagerness, to consult with quality control and 
distribution personnel in our organization to help find the most satis- 
factory solution to industry problems and then taking appropriate 
action to insure the needed improvements are made without undue 
delay. 

It is important to our industry that we have the final determination 
as to the fitness of a carrier to serve us and as to the adequacy of equip- 
ment to protect our merchandise. This was not and cannot be the case 
under economic regulation. No longer would our industry retain the 
choice of carriers which has made it possible to eliminate the 
unsatisfactory. 

If poultry and egg products are to be marked economically and effec- 
tively, if gluts are to be prevented at points of production and certain 
markets, it is imperative that transportation be pliable so that each 
market will be uniformly supplied and the industry can continuously 
adjust its transportation to fit the market. 

Mr. Chairman, I am not here as a transportation expert. Iam here 
to assert that regulation of our industry’s products will not result in 
a market increase in traffic for the railroads—to explain why our indus- 
try must have fluid and dynamic transportation—to illustrate why 
such transportation is unavailable under Federal regulation—and to 
show why these facts are of vital importance to everyone, from the 
farmer to the man in the street. 

The poultry industry must be afforded the right to market its prod- 
ucts without the restricting influence of regulated transportation, and 
DPI feels this can only be accomplished through a continuation of the 
agricultural exemption. 

Thank you for allowing me to express my association’s views. 

Senator Smaruers. Thank you. 

Are there any questions ? 


21278—58—pt. 34 
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Senator Scuorpret. No questions. 

Senator Purrety. No questions. 

Senator Smatuers. May I ask you just two questions? 

As I gathered from your statement, the point you are making is that 
where you have perishable products, primarily that is where you need 
fluid transportation, in order not only to deliver them to the market, 
but, as you say, when you have weather conditions, when you have con- 
ventions, and thin of that nature, so that there will be a fluidity of 
transportation ; is that the point that you make? 

Mr. Harcreaves. That is correct, sir. 

We must be able to distribute our product to all and any points at a 
specific time, or at the time when it is needed. 

Senator Smaruers. Because if you do not do it that way, then this 
particular commodity that you are concerned with, the chickens, we 
will say, will spoil, the feed problem becomes enormous, and they 
might lose poundage. 

Mr. Harereaves. It can disrupt us all the way down through the 
line. 

Senator Smaruers. If it is perishable, it sounds important to me. 
But how important is it that we let powdered eggs go as exempt; are 
they very perishable ? 

Mr. Harereaves. Powdered eggs I am not too familiar with. 

Senator Smaruers. You know, under this exemption the Supreme 
Court has ruled that powdered eggs are entitled to the same exemption 
that fresh eggs are, and that is really what the railroads and some of 
these motor carriers are complaining about. That is, the fact that 
powdered eggs, the fact that dried milk and some of these, what 
were originally farm products, having been processed and have 
moved into various stages, and are now “also entitled to this agricul- 
turalexemption. That is the trouble. 

It isn’t a problem—I don’t think anybody is trying to say that fresh 
eggs should not have the fluidity of transportation which you mention 
here. I take it your association would have no objection if we roll 
back this exemption with respect to powdered eggs, and dried milk, 
and things of that nature because they are not perishable? 

Mr. Harereaves. I would assume that; yes, sir. 

Senator Smaruers. Thank you very much. 

Our next witness is Mr. C. B. Culpepper, secretary and general 
manager, Atlanta Freight Bureau, from Atlanta, Ga. 

Mr. Cutrerrer. Good morning. 

Senator Smatuers. Mr. Culpepper, as always, we are delighted to 
hear you. We know you have a wealth of information and experi- 
ence, and we would naturally appreciate any w ay that you can brief 
your remarks. We will make your statement, in full, a part of the 
record. 


STATEMENT OF CAUGHEY B. CULPEPPER, SECRETARY AND 
GENERAL MANAGER, ATLANTA FREIGHT BUREAU 


(The complete statement of Mr. Culpepper follows:) 


Mr. Chairman, I would like to express the appreciation of my organization 
and my personal thanks for this opportunity to discuss with you the deteriorat- 
ing railroad situation from the standpoint of shippers and receivers of freight— 
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particularly those shippers and receivers of freight who deal in shipments of 
comparatively light weight. 

To begin with, I would like to describe to you the Atlanta Freight Bureau, its 
creation, its length of service, its multiplicity of interests, the broadness of its 
activities and to impress upon you that it is not an audit bureau or an organ- 
ization created to bait, harass, or embarrass any transportation agency—especi- 
ally the railroads. 

The bureau was organized in 1902 by 11 of the leading businessmen of Atlanta 
for the avowed purpose of securing an equality of freight rates into and out of 
Atlanta. Now, I know that the expression, “equality of rate levels” has been 
used over and over again, and has become somewhat hackneyed. However, 
regardless of repetition, and in spite of the fact that there has always been an 
attempt to justify these inequalities, they did exist; and, in 1902, stoves could 
be shipped from Nashville, Tenn., to Valdosta, Ga., at a lower rate than the 
same stoves could be shipped from Atlanta to Valdosta. This particular dis- 
crepancy was the precise cause that motivated our organization. 

Since its incorporation as a strictly nonprofit association, the Atlanta Freight 
Bureau has been under the leadership of farseeing and dependable businessmen. 
It has grown numerically and broadened its influence to the point where it now 
has approximately 550 members located not only in Atlanta and the surrounding 
area, but in other States in the Southeast, and even in the metropolitan areas of 
New York, Chicago, and othern northern cities. This growth is attributable to 
the fact that the bureau is a highly professional and ethical organization, the 
concept and vision of which encompasses the interests, the welfare, the soundness 
and the growth of not only business and industry, but also every one of the trans- 
portation agencies in the United States. 

I tell you this because I want you to understand that we are not against the 
railroads but are actually for the railroads. Nothing would please my organiza- 
tion better than to be able to offer some constructive suggestions that would 
enable the railroads of the country to solve their problems and, overnight, become 
completely sound financially. In fact, it is this earnest desire on our part to be 
constructively helpful that has prompted my board of directors to instruct me 
to appear before your committee and make a few suggestions that, in our humble 
opinion, will be of great assistance in accomplishing those very ends. 

Of course, we may be at the unavoidable close of an era. We may be facing 
the inevitable passing of railroads as we have known them. Transitions like 
this have taken place before. The wagon trains disappeared; and the barge 
lines and river steamers became passé. The reasons for these changes was that 
some other method and procedure was better and more effectual. 

So, I think it would be silly to try to stem the tide of progressive change if it 
is true that the railroads cannot meet the challenge of providing the fastest, 
safest, and most economical transportation for any particular segment of persons 
or property which it is required to move. And, with the startling developments 
which are taking place overnight, it is within the realm of possibility that the 
total field of rail transportation will be wiped out and nothing left of our majestic 
rail system except token reminders similar to small barge lines that now ply our 
streams and coasts. 

On the other hand, it would be just as silly and ill-advised to arbitrarily take 
this position and say there was nothing that could be done to save or help the 
railroads; and, even if air transport, motor carriers, and even a revival of barge 
traffic should mushroom to such proportions that the rail tonnage would shrink 
to a negligible quantity within some 5, 10, or 20 years, we would still have to do 
our best to protect the railroads in the meantime and utilize them to the fullest 
extent. 

Personally, I have come to the conclusion that the railroads are indicating 
in their presentation to this committee one inevitable conclusion; i. e., that all 
the companies handling transportation of any kind should be treated as “trans- 
portation companies” and not as “railroads” or “motor carriers” or “water 
carriers.” It is on this basis that I shall place my remarks and my suggestions. 

Before entering into a discussion of our own views, I would like to state that 
I have had the advantage of reading nearly every one of the statements made 
before this subcommittee by the railroad presidents and other rail officials during 
the week of January 13; and, while these gentlemen approached the problems 
involved from different angles and discussed different items, most of them were 

. sound in their reasoning and presented views that merit utmost consideration. 
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For instance, the statement of Mr. Harry A. DeButts, president of the South- 
ern Railway System, was logical; and I would not mind adopting as my own, 
most of his conclusions regarding the four propositions listed on the first sheet 
of his statement. I admit that I am not technically trained to the extent that 
I can understand or ‘appreciate his suggestions regarding the construction of a 
reserve to encourage provision of railroad equipment and facilities, and his 
observations regarding amendments to the railroad retirement and unemploy- 
ment compensation system. However, I subscribe generally to his views on the 
transportation tax problem and his discussion of the matter of competitive 
ratemaking. 

The presidents of other lines were just as logical in some of their suggestions ; 
and, on the whole, were quite statesmenlike in their approrch to the situation. 

It is my understanding that your committee is presently interested in the 
following three primary questions: 

1. How the railroads may help themselves ; 

2. Changes in policy which the Interstate Commerce Commission might make 
that would benefit the railroad industry ; 

3. Needed or desired Federal legislation. 

I have several suggestions under each of these heads, the full benefit of which 
would require more discussion than permitted under the time allotted to me. 

In the first category, I would present the following ideas: 

With relation to passenger traffic, it is my firm conviction that the traveling 
public still holds a definite segment that would use rail passenger transportation 
if the proper service were provided. In my opinion, this proper service would 
require a complete change in the concept of the railroads and would call for con- 
venient overnight schedules between a substantial number of larger cities, with 
the trains leaving the origin point at a late hour in the afternoon and with arrival 
at destination early enough to provide a complete business day. 

For instance, out of Atlanta the only convenient overnight schedule to the 
North or Midwest is one train to Chicago. 

To Washington, in order to arrive in the Capital City on time for even Govern- 
ment agency appointments, especially during the daylight-saving season, it is 
necessary to leave Atlanta around noon the day before. This means the loss of 
a half-day in the office. 

On the return trip, you do not reach Atlanta until approximately 9 o’clock, and 
this means half of the morning is gone by the time you arrive at the office. There 
is no real reason why the two railroads operating between Atlanta and Wash- 
ington cannot so arrange their schedules as to provide for a 5 or 6 o’clock 
departure from Atlanta and Washington, and a correspondingly convenient 
arrival at these two points from each direction. In fact, with modern equipment, 
fine roadbeds and efficient safety devices, there is no reason why a similar over- 
night trip cannot be made between Atlanta and New York. There are hundreds 
of similar instances throughout the country where careful planning and schedul- 
ing would recapture a considerable amount of passenger business. 

My second thought in this regard is with the coach fares prevailing on the 
air carriers and the elimination of the necessity for meals en route; it is now 
cheaper to fly between Atlanta and Washington than it is to go by rail first class. 
And, coach accommodations on the plane are usually just as comfortable as first- 
class accommodations on the train. 

The handling of less carload freight is another field in which the railroads can 
help themselves. Now this is a pet hobby of mine; but it is one of which I have 
given considerable thought and study, and is one on which I can offer to the rail- 
roads a well-thought-out plan. The freight forwarders are not going to like what 
I say; but I assure you that without less carload traffic, the railroads cannot sur- 
vive ; and with the freight forwarders in the picture, the railroads cannot handle 
the less carload traffic. 

My plan calls for the establishment of a separate agency to handle all less 
earload freight which will be tendered to the railroads completely enrouted. 
The carriers, in turn, will establish between key points the most economical and 
fastest route of movement and all less carload traflic will move in consolidated 
cars between these key points via that one route. The freight will be consolidated 
and loaded at, and unloaded and distributed from gigantic, modern terminals to 
be erected for this purpose. 

Primary rates can be published from terminal to terminal with possibly pickup 
charges and delivery charges published as an adjunct to this rate. 
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For freight moving to points beyond the key destination, within logical areas, 
truck delivery service can be provided. The same thing is true with reference to 
the concentration of this less carload freight from points adjacent to the key 
origin point. 

There is already in existence the nucleus for this agency in the present Rail- 
way Express Agency which for the past 20 years, has been nothing more than a 
source of trouble to the railroads whom it is supposed to serve. 

This agency could pay to the railroads the present carload all-c i: odity 
rates where now in existence and additional rates of this character can ve estab- 
lished where they are now lacking. The agency will then publish a reasonable 
rate per hundred pounds, on a classification description basis, maybe, that would 
provide charges somewhere between the present carload rates and the existing 
less carload rates on these commodities. 

You would then provide between any 2 points east of the Mississippi River not 
more than a 5-day transit plan and in most instances could guarantee second-day 
or third-day delivery of less carload freight. And all of this would be on rates 
that would be less than are now being charged by the regulated freight forward- 
ers, 

You ask how this would benefit the railroads if a separate agency were estab- 
lished. In the first place, the railroads would move practically all of this traffic, 
a considerable portion of which is now moving by truck either less truckload or 
for account of the freight forwarders; and, in the next place, the agency itself 
would be operated on a profitable basis and could return to the railroads 
dividends, as the rail carriers would be the sole owners. 

I realize it is a foregone conclusion that there will be objections raised to such 
a plan; and I know that some of the obstacles will be real. Of course, such a 
plan would require cooperative rulings on the part of the Interstate Commerce 
Commission as well as covering legislation on the part of Congress. 

For instance, it would certainly be necessary for the Commission to be willing 
to grant to the railroads operating rights via truck, into the key origin points 
and out of the key destination points. I also know that there is the possibility 
of organized labor not liking the plan and not being willing to cooperate with 
reference to the establishment of hours needed for efficient consolidating and 
unloading. This latter problem could be met by handling this unloading by 
contract, just as a number of the present nonprofit shipping associations are 
doing. 

There would also be the question of certain competing or parallel lines of rail- 
roads not being willing to surrender to another carrier the established route 
between certain cities (and I imagine this would be one of the major obstacles). 
Even this could be overcome if the railroads would approach the matter realisti- 
cally and appreciate the fact that where they did not participate between Balti- 
more and Chicago, they might participate between Baltimore and Jacksonville. 
And certainly, they might be willing to cooperate if they could be made to realize 
that, “half a loaf is better than no bread at all.” 

In this connection, I would like to make a sincere and honest statement that 
I believe will indicate the attitude of the Atlanta Freight Bureau toward the 
less carload problem of the railroads. 

The bureau was a pioneer in providing a consolidation service for its members 
for the handling of less carload freight out of New York, Philadelphia, and 
Chicago. It has performed this service for its members for the past 8 years 
and was instrumental in securing train schedules from these three points that 
would insure uniform second day delivery of these small shipments. 

In addition to this, but utilizing the carload all-commodity rate published 
by the railroads and by not making any profit on the operation, it has been 
able to save its members thousands of dollars in freight charges, at the same 
time, giving to the railroads the haulage of millions of pounds of freight at 
a compensatory carload rate, thus providing the rail carriers with some of the 
cleanest and most profitable business they could obtain. 

In spite of this, the Atlanta Freight Bureau would be happy to discontinue 
this service tomorrow if it could be assured that its members would be provided 
with dependable second-day delivery of less carload shipments out of these 
three points, at a reasonable level of rates. And, by “reasonable level of rates,” 
I mean a level somewhere between the existing high less carload rate and the 
lower published carload rate on the same commodity. 

The management of railroads by management is another field in which the 
rail carriers can help themselves. We have, within the South, one of the best 
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examples of this fact that can be produced. I do not mean that this southern 
line does not have its troubles; but, I do mean that about 2 years ago, the last 
vestige of outside influence was wiped away and from that time until the 
present, this railroad has been recognized as one of the soundest pieces of rail 
property in the country. It has been in a position to refuse to surrender its 
souni1 judgment regarding the impractical increasing of rates across the board 
and has stuck to its job in a business-like way. What it has done, other rail- 
roads can do; and, while under present conditions, we could not hope for the 
railroad situation to be ideal, if management actually managed all the railroads 
of this country, this particular hearing would not be necessary. 

There are 2 or 3 other suggestions that I might make; but they are secondary 
in nature and I think the other topics in which you are interested should now 
receive my attention. 

We now come to the question of what changes in the policy of the Interstate 
Commerce Commission might be in order with a view to benefiting the railroad 
industry. 

I sincerely believe that the Commission has honestly permitted the pro- 
visions of the law defining the national transportation policy to prevent it 
from completely protecting the railroads to the fullest extent possible. I know 
that the law makes it incumbent upon the Commission to preserve the inherent 
advantages and rights of each mode of transportation; and I am sure that the 
Commission has often been influenced by this admonition to refuse low rates 
to the railroads because of their competitive influence upon motor carriers. 

Of course, insofar as competitive rates between the railroads and water 
earriers are concerned, part IV of the Interstate Commerce Act mukes a differ- 
ential mandatory and any steps necessary to remove this discrimination would 
necessarily come about through an amendment to the law, itself. 

Theoretically, this condition is all right and would seem to be a procedure 
that would maintain these other modes of transportation in full strength for 
an adequate national transportation system. However, when the practice 
actually results in damage to the railroad industry (which is still the backbone 
of our transportation system), the practical effect is to circumvent the provisions 
of the law. 

Consequently, in order to protect the railroads against this inability to pub- 
lish completely competitive rates, the existing law should be changed so that 
water competition can be met and the Commission should be broad eonugh in 
its interpretation, with respect to motor carrier competition, to permit the 
railroads to publish a level of rates that will insure competition. 

The key point system used in connection with supplementary direct opera- 
tions on the part of the railroads is another field in which I believe the Inter- 
state Commerce Commission can properly amend its policies to the advantage of 
the railroad industry. This observation and view is prompted by the premise 
which I originally stated, tu the effect that I think the time has come when 
all agencies engaged in the movement of persons and property should be con- 
sidered as transportation companies and not railroad, trucking, air, and so forth. 

I know this is revolutionary; but it is based upon the firm belief that times 
have changed and that we must face the situation as it actually is. I believe it 
is unsound and unwise to refuse to permit a railroad to fan out from its main 
terminal points freight that it could economically handie without transfer of 
billing. I am in agreement with the views of many of the railroad presidents 
that this change in policy on the part of the Commission, with regard to so-called 
key point regulations, would be preferable to compulsory joint routes and rates. 

I think that the above two suggestions regarding the policies of the Interstate 
Commerce Commission can be followed without any change in the laws. There 
are other phases that might be touched upon. However, I think that it will 
be historically found that the Atlanta Freight Bureau has always been proud 
of and satisfied with the judgment, integrity, and high purpose of the Interstate 
Commerce Commission; and, for this reason, we hesitate to appear critical of its 
decisions and actions. 

Nevertheless, we also feel that it already has nearly all the power and 
authority it needs and that it should expend its full efforts toward a logical use 
of this authority. 

We now come to the tihrd question in which your subcommittee is particularly 
interested, i. e., needed legislation. 

Transportation taxes on both persons and property should be repealed. These 
taxes were invoked during the Second World War as emergency measures. 
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The 3-percent tax on freight was intended to be an easy method of raising 
additional revenue, while the high level of taxation on transportation of persons 
was intended to be a deterrent to unnecessary travel. 

Before going into the economics of the revenue-raising angle of this matter, 
I would like to point out the ironic situation that prevails with reference to 
the imposition of the tax on passengers. If it were not so important and 
actually disastrous, it would be funny to realize that we are still imposing a 
tax negotiated to keep people from traveling when we are trying to find some 
method of obtaining more passengers for the railroads. This 10-percent tax 
often means the difference between a person using his private automobile and 
making a trip by train. 

I realize that Congress does not see how they can justify the elimination of 
any source of income in the light of present-day emergencies, but this trans- 
portation tax is actually costing the Government money. This is brought about 
by the fact that these taxes are subject to exemption in the payment of indi- 
vidual and corporation income taxes, and when taken out of the pockets of 
individuals and companies, deprive the Government of the income tax on such 
amounts, which usually will be portions of high income, and consequently a 
higher percentage in tax level. 

Additionally, these taxes often mean the difference between profit and loss 
for a company, and are reflected in any and all of their taxpayments to the 
Government. 

Consequently, when all of these things are considered, it seems unrealistic 
to continue to insist upon the imposition of these transportation taxes that 
provide only about $475 million per year on the grounds that they are needed 
as revenue against a total budget in the billions of dollars. 

If you are interested in helping the railroads, there is another angle to the 
transportation tax question that should be of interest to you and most con- 
vincing. These taxes have been the direct cause of numerous industrial and 
business concerns going into the private trucking of their products, and the 
amount of the tax paid is often the amount of the money they saved by moving 
their products in their own vehicles. 

Honestly, I do not see how anyone who is conversant with the situation can 
hold to the idea that it is a wise or proper thing to do to arbitrarily retain 
these taxes unless the political implication is the controlling one. 

The labor question is probably the most important field in which real help 
could be given the railroads. I know this is a touchy proposition and I am 
afraid it is one approach about which little is going to be done. However, I 
would sincerely hope that we can all face the situation honestly and have the 
courage to follow our convictions. There must be a stopping place somewhere. 

The continual round of increases in wages, fringe benefits, etc., thrown against 
the railroads and the resulting necessity for increases in rates that drive the 
railroads out of business will come to a halt some day; and it will probably be 
exactly like the stoppage of these chain-letter schemes, i. e., somebody will be 
left holding the bag. You know how that works. Some lady sends out 5 letters 
and each 1 of the recipients sends out 5 letters, and each of those recipients 
sends out 5 letters ad infinitum. 

Now, each of these ladies is supposed to send a pair of hose to the top name 
shown on the list received, and it does not take a very vivid imagination to 
multiply 5 by 5 by 5, until you reach the point where there could not possibly 
be that many pairs of stockings in existence. So it is with this chain reaction 
regarding wage raises, fringe benefits, resulting rate increases, and service 
charges. One day we will get to the place where there is not that much 
money. 

In my humble judgment, unless you want the railroads to cease to exist, the 
place to stop the “roundrobin” is by the passage of some amendment to the exist- 
ing labor laws that will curtail the power which power-drunk labor unions now 
exert, and fix it so that threats of strikes and reprisals cannot force the rail- 
roads into granting unsound and uneconomical increases in wages and benefits. 

Featherbedding, professional agents, and excessive unregulated pension and 
benefit funds are merely examples of the things for which the railroads are called 
upon to pay, and in turn, collect from the traveling and shipping public. The 
law should certainly be changed in whatever manner is necessary to take away 
from labor unions the power to disrupt and destroy the transportation system 
of our country through intimidation and strike. 


Soret 


pega tat 
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I realize that several of the railroad officers who appeared before your sub- 
committee at the hearing, which began on January 13, recommended that the 
existing labor laws be amended to better protect not only the railroads, but other 
segments of our business and industry. However, I fail to find in any of the 
discussions a definite recommendation for a specific law. 

Fools rush in where angels fear to tread, and I would be bold enough to make 
one suggestion that, to me, has merit. 

The present law does not permit a review of the orders or decisions of any 
labor board or bureau by the courts. When the National Labor Relations Board 
makes an award, that’s final. When an arbitration board makes a decision, that’s 
final. 

I would suggest that Congress pass a law establishing a permanent adminis- 
trative agency similar in concept, scope, responsibility, and power to the Inter- 
state Commerce Commission with avenues of approach to such body similar 
as the methods now used in reaching the Interstate Commerce Commission. 
The rulings of this body, with reference to labor relations, wages, contracts, 
disputes, etc., should have the same binding force that decisions of the ICC now 
have. And the decisions of this bureau, board, or commission should be subject 
to review by the Federal courts upon action of either party to the dispute, con- 
troversy, or negotiation. 

Legislation is divided into at least two parts. I have been discussing two items 
that I think require legislation. There are a number of other places where I 
think it is just as important that no legislation be passed. 

Your Congress has been flooded with so-called transportation bills, on which 
you have spent countless days on hearings and study, and which, in my judg- 
ment, could not possibly help the transportation system of the country in the 
least. 

For instance, you would be doing the overall picture harm and it would 
be progressively helping to push the railroads further and further down by 
granting monopoly and power to the regulated freight forwarders. 

I know that some of you think that this is not of great moment. However, 
a definite part of the unhealthy condition of the railroads today is directly 
attributable to their loss of less-carload traffic. This less-carload traffic is 
being handled in great proportion by the regulated freight forwarders at rates 
to the general public that are, in some cases, higher than the published less- 
earload rates of the railroads. If the railroads had taken steps to retain this 
less-carload traffic, they might not be facing the drastic situation with which 
they are confronted. Every step you take to further entrench the regulated 
freight forwarders will more definitely insure that the railroads can never reap 
the benefits from this highly lucrative segment of freight traffic. 

One further suggestion that has been made by the railroads in these hearings 
is the passage of legislation that will clarify and restrict the law governing 
the movement of exempt agricultural commodities by motor carrier. I thor- 
oughly subscribe to the view that it was the original intent of this law to 
confine its provisions to the primary movement of farm and agricultural 
products from the place of growth to the first point of processing, and that there 
should now be enacted any necessary legislation that will definitely establish 
this restriction so that the farmer (for whom the original law was passed) 
will be the recipient of its benefits and so it cannot be used as a subterfuge for 
unregulated motor-carrier operation. 

I have purposely refrained from mentioning a host of railroad proposals, 
many recommendations of the Interstate Commerce Commission made in its 
annual reports and numerous bills now pending in Congress. To me, most of 
these items are either stopgap efforts or extraneous suggestions based upon the 
premise that the situation in general will remain in status quo. I am of the 
opinion that to increase rates will not help the railroads in the long run, because 
with each increase, more and more traffic is diverted from rail carriage to either 
private trucks or some other mode of transportation. 

Thus, simply to issue an order or pass a law that will change the Fourth 
Section that deals with the question of long-and-short-hauls, or to pass a clarify- 
ing statute with reference to exempt agricultural commodities, will only carry 
the possibility of temporary and partial relief. Piecemeal action of this kind 
will not save the railroads. An entirely new approach is needed; and, I am 
convinced, that such approach must embody the first suggestion that I made, 
i. e., stop treating our individual transportation agencies as “railroads,” “truck- 
lines,” “water carriers,” etc., and deal with each of them as a “transportation 
company.” 
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I am going to advance another thought that is completely unorthodox and 
revolutionary. The Interstate Commerce Commission and the transportation 
agencies should immediately scrap their present basis for constructing rates; 
and all rates should be made upon the primary basis of the cost of providing 
the service, plus a reasonable profit. 

Of course, there are modifying items that will affect some rates, such as 
excessive value, high claim ratio, special equipment, etc. However, as long as a 
transportation agency can provide service at a compensatory rate, that agency 
should be allowed to publish that rate regardless of the influence it will have 
upon competitive modes of transportation; and this should apply to railroads as 
well as trucking companies, and to trucking companies as well as water carriers. 

I have read, with a great deal of interest, the insistent claims on the part of 
railroad representatives who. appeared before this committee, during the week 
of January 13, that railroad management is efficient and is doing its job. 

I submit that the evidence is somewhat to the contrary; and while we are 
friends of the railroads, it is quite evident to us that uneconomical management, 
extravagant operation, unwarranted competition between railroads themselves, 
and a host of other failures are largely responsible for the present condition 
of the rail jines. If they expect to obtain help from the shippers and from the 
Congress, they should be willing to do their part and should be willing to forego 
some of the time-honored methods and practices, and admit they have been in 
error, and seek to correct such errors. 

I certainly think they should cease the crybaby attitude of protesting so-called 
subsidies that arise from the use of navigable streams by the water carriers and 
the highways by the trucks. These are simply inherent advantages of those par- 
ticular modes of transportation. The streams are there and the roads are 
there, and it happens that they can be used to advantage. What the railroads 
should do is to devote their efforts to obtaining a method of ratemaking that will 
enable them to utilize the numerous inherent advantages that they possess. 

There should be wholesale consolidation of the various railroad systems in the 
country. We have come to the point where that seems to be a sound economic 
step and the Congress, the Interstate Commerce Commission, and the railroads 
themselves should be willing to approach this matter in a statesmanlike way and 
evolve some system of consolidation that will be practical and workable. 

I must reiterate that there is a fundamental necessity for stabilizing our 
economic situation for the railroads, as well as for every major industry and 
business in the United States, by a revamping of our labor laws. If you gentle- 
men are serious about wanting to help the railroads and are willing to pay the 
price that efficient assistance will cost, you will sponsor, support, vote for or 
even introduce bills that will forever prevent highhanded, exorbitant, unneces- 
sary and ruinous demands by organized labor, which always resolve themselves 
into reasons or excuses for increased rates and charges that, in turn, have driven 
and will continue to drive remunerative business away from the railroads. 

The elimination of the transportation tax will not save the railroads. I know 
that. However, it will help; and it will be one of the most logical methods of 
offering immediate assistance in a limited way. 

In this connection, I would like to compliment the members of your subcom- 
mittee for the recent position taken regarding House bill H. R. 7125. I firmly 
believe that you could do your constituents no more definite or postive good than 
to cause the elimination of these unjust and unsound taxes. From the stand- 
point of economics the effect which the repeal of the transportation tax would 
have upon business has been, and is being, grossly underestimated. It is no wild 
claim to predict that the use of the approximately $475 million by the public 
would have a startling effect upon our general business conditions. 

But, besides all this, there is a deeper and more far-reaching point. I think the 
integrity and good name of the Congress demand that the implied promise which 
was made when these taxes were imposed should be kept—even though some 10 
years too late. I think you would feel better; I think your constitutents would 
be better off; and I think those same constitutents would feel better toward you. 
Nobody denies that our Nation needs money. It probably needs a great amount 
of money to insure the preservation of our national welfare. However, money 
gained improperly and unfairly and from a source which should not provide it 
never results in full benefit to anyone concerned. Somehow or other that is a 
natural law which always works out. It works out for an individual; it works 
out for a nation. If you really want to help the railroads, I am convinced that 
this is a positive step which can be taken in that direction. 
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Thank you for your attention and the opportunity to appear before your 
subcommittee. I assure you that I have not suggested a thing that we would 
not be willing to assist in accomplishing and have not, even by implication, indi- 
cated a course that we will not support in every detail. Please give considera- 
tion to my suggestions and give me an opportunity to enlarge upon the 1 or 
2 definite plans I have advanced if you have any real interest in them. 

Mr. Cutrerrer. Senator, Mr. Chairman, I remember a remark you 
made to me one time when I complimented you on your looks and 
suavity. Yousaid, “Mr. Culpepper, you will go far.” 

Senator, I think you will go far. 

Of course, he was involved in that remark [indicating]. 

Senator Smaruers. All right. We will go forward today, but we 
don’t want to go for very long. 

Mr. Cutreprerr. All right. 

Senator Smaruers. So if you will keep that in mind 

Mr. Cutrerrrer. All right, sir. I am not even going to read any- 
thing that I have got here. 

Senator Smaruers. We don’t want to cut you off, but we have all 
these witnesses here, and this is an extra day which you appreciate, 
which we had not planned on because we have had so many requests 
to testify. 

Mr. Cutrerrer. I appreciate very much your allowing me to appear 
before you, for two reasons: 

One is all of these people I have heard this morning, and most of 
the balance I see on the schedule, are large-organization men, and 
they do not take care of a segment of individual shippers that my 
organization does, and I certainly do appreciate it, and [ am sure my 
board and organization will. 

I am going to approach it from a little different angle, from the 
angle that the previous witnesses this morning have approached it, 
because I am going to look at it from a little bit broader viewpoint 
and not just discuss the agricultural exemption and things like that, 
because I am going to try to be a friend of the railroads and give them 
the benefits of the thought we have that might help them and help 
you; whether they are any good or not, I hope they will be. 

Senator Smaruers. Go ahead. 

Mr. Cuureprer. There are 2 things that are true; 1 of 2 things is 
true: The railroads have either gotten into a temporary difficulty un- 
favorable in the situation and want or need help to tide them over, or 
the railroads have become sick near unto death, in which case they are 
either susceptible to being saved by drastic action or doomed to bank- 
ruptcy or Government control, regardless of all attempts to save them. 

If they are in a temporary predicament, that good management or 
favorable circumstances can cure, I think we are all, including your 
honorable committee, just wasting time, and we ought to tell them 
to sink or swim. 

If on the other hand they are really ill, in the overall picture, we 
should try to decide what is the best case of drastic surgery to give 
them and help them get improved. 

Aspirin won’t cure poison from an abscessed tooth, and cough syrup 
won’t cure tuberculosis, neither will Geritol and Hadacol cure cancer, 
so we are going to have to do something, rather than give them a pal- 
liative. 
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I am willing to assume that the rail carriers are honest and need 
help. If so, they should be willing to cooperate. Consequently, I will 
first discuss the things the carriers can do, themselves, in my estima- 
tion. 

First, they can improve their passenger service, and wherever pos- 
sible readjust i in specific cases. 

I have in mind the fact that if—I came up here this morning. I 
had to fly. There wasn’t any way in the world for me to be sure I 
would get here by 10 o’clock. Of course, if I had known I wouldn’t 
get on until now, I wouldn’t have done it, rather than lose a half day 
at the office yesterday. There is no reason in the world why there 
shouldn’t be a convenient schedule to Washington via either the Sea- 
board or Coastline. 

Senator Smaruers. You don’t work on Sunday, do you? 

Mr. Cuurerrer. Yes, especially when Mr. Barton calls me up and 
tells me I can come up "here this morning. Absolutely, the only good 
overnight schedule out of Atlanta is one to Chicago. You can get 
on the Geor gian and go up there and be up there in time to have a full 
day’s work. If you come up to Washington, you don’t know whether 
you are going to have a full day, whether you are going to make the 
Government ‘appointment or anything of that kind. I think the rail- 
roads ought to take care of that. 

With the roadbed that they have, with the speed that they ought to 
move the trains, I think they ought to have years ago undertaken to 
cure the situation. They could have done it. They throw up their 
hands and say, “We can’t do it.” But I think they could. 

Another thing they have let get by and they need terribly is less- 
carload freight. They have let freight forwarders—and I am not 
talking against the freight forw arders—but they have let the regu- 
lated freight forwarders take from them one of their greatest sources 
of income. They have even let the pool car operators, these non- 
profit associations, which, by the way, I am president of the national 
conference of, they have let these nonprofit associations come in there 
and pay them their carload and move the stuff down there just like 
the freight forwarders are doing. And they could, if they had fore- 
seen and taken care of the situation, and can even now, if they will 
follow a plan that I have got—of course, they don’t think I know 
what I am talking about—but they could have retained this less- 
carload business and been making a profit on it all the time. 

So I am going to suggest to you—I do suggest to you in my state- 
ment, that one of the best things that this Congress could do would 
be to authorize, pass whatever needed legislation i is needed, to let the 
railroads establish an independent agency for handling of less-car- 
load freight. I am not going along with the business of taking in 
parcel post with it, but I think the railroads ought to be allowed to 
satablioh an independent agency to move less-carload freight. And 
then establish between key points certain routes, and let all less-car- 
load freight between Atlanta and Chicago, between Chicago and Den- 
ver, move by that route and all less-carload freight be tendered to the 
railroads unrouted. 

And they can move it there and establish this agency and deliver 
it and make a profit on it. That is roughly what I think they ought 
to do about less-carload freight. 





1394 PROBLEMS OF THE RAILROADS 


Senator Smaruers. Now, Mr. Culpepper, right there you know 
there is no law prohibiting them from doing that now. 

Mr. Cuvrerrer. I understand that. It is kind of like the Senator 
here asked the previous witness whether it was the law to keep the 
railroads from establishing minimum rates. 

Well, I think the Commission has power to establish minimum 
rates except probably in the case of water competition. I think the 
law specifically provides that the railroads can’t establish a rate 
within 25 percent of a water rate. But I think under the present law 
the Commission has got the power to establish minimum rates at 
whatever they want to, if they will just forget the fetish of the na- 
tional transportation policy and go ahead and do it. 

But I think maybe they have got nearly all the law they need, but 
they say they haven’t. They say they need some more. 

I think if you do, I think you ought to work that out and pass those 
laws that will give them that power. 

Another thing I think the railroads ought to do, I think they ought 
to take the management of their companies away from the security 
and stockholders and let management run the railroads. I am dis- 
cussing the 3 or 4 things I think they can do themselves. 

Some of the railroads haven’t done it. 

Of course, I think maybe the Southern Railway, 1 or 2 of the west- 
ern railroads, have actually done that, but when you get a bunch 
of security holders that don’t care whether—and they hold the power 
of both A and B, they don’t care whether A or B, either one makes 
money, all they want is an overall profit. They don’t care whether 
A suffers, as long as B makes a profit they don’t care whether B 
suffers, as long as A makes a profit. All they are interested in is 
overall profit. 

So I think the railroads ought to take away from the security hold- 
ers the management of their railroads and let management run them, 

Of course, they will say they are doing it, but evidence is to the 
contrary. 

I next discuss the things that I think the Interstate Commerce Com- 
mission can do to help the railroads. I mentioned it before. I don’t 
think they ought to make a fetish of the words “national transporta- 
tion policy.” I think they have thrown up their hands at times—I am 
not criticizing them, because I think they have done a wonderful job— 
it is one of the cleanest and best organizations that I know in the 
Government today, and I think they have done a remarkable and 
wonderful job in years past. But I think they have to come face to 
face, “We have to protect the national transportation policy”; they 
have let that influence them from letting the railroads make a minimum 
rate, because they try to protect the trunk lines here, freight forward- 
ers here, protect the water carriers there. 

But in the overall picture, they would be better to protect the rail- 
roads some and let them enter into this business of making money. 

Right here, after some 25 or 30 years of study, I have come to the 
unorthodox but sound conclusion that the basis for all rates ought to 
be the cost of service plus a reasonable profit. I know the Commission 
won’t agree with it; I know maybe the National Industrial Traffic 
League won’t agree with it, but I have become convinced that that is 
the soundest way to make a rate, and if it had done that, the railroads 
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wouldn’t Le here today. If they had been allowed to compete without 
considering whether it was going to put a truck line into bankruptcy 
or not—if he can’t make his business, why should the Government pro- 
tect him? If you can’t make a business, why should the Government 
protect you and not let him make a profit ? 

So I think that the Commission ought to relax its views with refer- 
ence to the national transportation policy and go ahead and make some 
of these minimum rates, permit the railroads to do it. 

Senator Lauscue. May I ask a question at this time? 

Senator Smatuers. Senator Lausche. 

Senator Lauscue. You said if this policy which you urge were put 
into effect it would help the railroads sustain themselves. 

May I ask you what your opinion is whether the public is getting 
transportation at the cheapest cost through the purpose of the Inter- 
state Commerce Commission adhering fully to what you call the fetish 
of the national transportation policy ? 

Mr. Cutrerrer. No, sir, I do not think the Government is getting— 
I mean the public is getting the cheapest possible transportation. 

Senator Lauscue. That is, in the efforts to preserve these four modes 
of transportation, and in doing so is destroying competition—the pub- 
lic is paying the price. 

Mr. Cutrerrer. That is right, that is my firm conviction, yes, sir, 
unquestionably and without any equivocation whatever. 

Senlator Lauscue. All right. 

Senator Smatue_rs. All right, Mr. Culpepper, proceed. 

Mr. Cuvrerrer. Another thing I think the Commission ought to do, 
I think the Commission ought to forget about a railroad being a rail- 
road, and a truckline being a truckline, and a water carrier maybe, or 
an air carrier. I think they ought to consider each one of them as 
transportation agencies and permit the railroads—I am stressing the 
railroads because that is what we are studying here—and permit the 
railroads, when they bring carload freight down to my town down 
there, and they have got some going to Griffin, Ga., some going to 
LaGrange, Ga., and some to McDonough, Ga., to operate the most 
economical way of fanning that freight out from there, and let them 
use unrestricted motor transportation in getting these through ship- 
ments to these points and forget all about this key point proposition 
that they have where you can’t operate through or to a certain point 
because it is in competition with an established truckline. 

As far as permitted by law, the railroads—they should allow the 
railroads to establish compensatory rates regardless of the level and 
regardless of the effect of such rates on competing forms of transpor- 
tation, gradually working around to the unorthodox but actually 
sound theory of using as a primary basis for the rates the cost of 
service plus a reasonable profit. 

Now, things that I think Congress can do—if you will excuse me, 
sir—is to eliminate the transportation tax on both persons and prop- 
erty. I don’t think it is necessary to talk to you gentlemen about it, 
but then I would like to make a point or two. 

Day before yesterday there came to my desk to approve, several 
freight bills of the Southern Railway, covering movements of cars 
from New York to Chicago, into which were loaded less-carload ship- 
ments of the members of the Atlanta Freight Bureau. 
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It was numbered 1126. Down at the bottom was “Tax, $14.98.” 

It cost 5 cents at least for the Southern Railway to write that “Tax, 
$14.98,” on that bill. 

I went to Chicago the other day and went around to the ticket offices 
over there and the ticket agent figured out the rate to Chicago and 
then he sat down there and figured what the tax would be. He wrote 
it down, added it on, and it took at least 5 cents to do that. 

As I sail, the number of that bill was 1196, I believe, instead of 1198. 
If you figure that time, that was in the first 10 days of the month 
down there in Atlanta, if you add all that together, it is costing the 
railroads at least $2 million a year. Now, that is conservative, to 
collect, to figure, collect and remit the Government this transportation 
tax. I mean, I think that is a drop in the bucket to what it costs 
really, but it is at least that. I know that is a drop in the bucket to 
the $475 million that they collect in transportation tax, but that $2 
million could have gone into the treasury of the railroads and they 
could have been using it. It might not have helped either one of 
them very much, but it might have paid one man’s salary for a month, 
at least. I think that is one thing they have been overlooking about 
the cost of handling this, when you don’t get a compensatory return 
on it. 

Another thing about the transportation tax is that it builds up so. 
People have forgotten about the thing. When you have a manu- 
factured product here, you have got 5 or 6 items that you pay trans- 
portation tax on before you even make this article, and then ship it 
out. The tax is so unjust. It is so unreasonablbe. It is so without 
foundation because it was put on back yonder as a wartime proposition 
and it was put on back there to discourage transportation and the 
handling of passengers, and now you are clamoring for them. I just 
thought I would raise those. 

Now, there is one other thing that I don’t think you gentlemen, or 
some of you are going to agree with me about, and I know labor is not 
going to agree. But I think the labor laws ought to be revised to pre- 
vent anybody holding a stick over the head of the railroads and tell- 
ing them they have got to do so and so or you don’t run. 

I think the labor laws ought to be revised to provide for the estab- 
lishment of a commission, just like the Interstate Commerce Commis- 
sion—not the National Labor Relations Board; I am talking akout a 
commission where people that have a certain number of employees can 
go to that commission with their two sides and have them decide what 
the wage and what the rules shall be, and I think the decision of that 
commission should be made amenable to review by the courts, which 
is not the case now. 

And I think if you could do that, I think you would do away with a 
lot of the labor troubles that the railroads are having. I think you 
would ease that situation, because, gentlemen, I will tell you what, 
I bleed for them when labor comes up there and says, “You have got 
to do something,” because I know in about 6 months you are going to 
have about a 5 or 10 percent raise in rail rates. 

Also, I will go back to my friends, the farmers here. I think the law 
with reference to exempting agricultural commodities should be re- 
vised. I think it is time to—I am not questioning about the rcessity 
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for moving farm products exempt. That is all right. But I think it 
is all up to Congress to say what exempt products should be and say 
you should go this far and no further. 

I think maybe you can set up standards not according to items by 
name, but according to items by classification, and say, “Anything out 
of this is not exempt.” I think it will help the railroads, just like I 
think it will help the trucks. 

Senator Smatuer. Would you put down in writing on that point 
what kind of an interpretation you think we ought to make and send 
that to us? 

Mr. Cuperrer. I will be very glad to do it, but it will be a quota- 
tion word for word of the item adopted by the Transportation As- 
sociation of America in its consideration of this. 

Finally, there are 2 or 3 undesirable pieces of legislation that I hope 
you never will pass. 

One is any bill strengthening or further dignifying the freight for- 
warders, because I think they have taken away from the railroads the 
cream of their business; 

Secondly, specifically, I hope you will never pass a law that is amend- 
ing or repealing section 402 (c) of the Interstate Commerce Act, be- 
cause the railroads right now are getting carload after carload of the 
cleanest, finest and best business that they have had in many years 
because these nonprofit associations are handling by railroad these 
carloads of less-carload freight. 

Finally, I think it is time for a wholesale consolidation of railroad 
systems. I think the time has come when you cannot get around the 
fact that there is too much duplication of traffic and there is too much 
duplication of effort and money spent in advertising and selling and 
in moving. I think that Congress could do no finer thing that to 
appoint a commission or a committee that would come up with a 
reasonable suggestion with reference to the consolidation of the sys- 
tems of the United States into 4, 5, virile, moneymaking, and well- 
operated railroad systems. 

Senator ScHorpreL. Do you contend that they have not the right or 
power to do that now ? 

Mr. Cuvperrer. Yes, sir. Because the Interstate Commerce Com- 
mission won’t let them, to start with. And I believe it was Mr. East- 
man way back yonder, came up with it. I think it would require some 
legislation. I don’t think they have got the power to do it. 

That is all I have got to say. 

I appreciate your letting me talk. I appreciate your listening to 
me, and I assure you I have nothing but the best wishes for the rail- 
roads, and we would be very glad to help them. 

Senator Lauscue. You are hitting straight from the shoulder. 

Senator SmatHers. Are there any questions, Senator Purtell? 
Senator Schoeppel ? 

Thank you very much, Mr. Culpepper. 

Your remarks are very helpful. 

Mr. Curerper. Thank you, gentlemen. 

Senator Smaruers. All right. Mr. Claude A. Jessup, National 
Association of Motor Bus Operators. 
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STATEMENT OF CLAUDE A. JESSUP, NATIONAL ASSOCIATION OF 
MOTOR BUS OPERATORS 


Mr. Jessup. Our statement is complete. I have made some notes 
from the statement. But there are a lot of things in the statement 
that I won’t take the time of the committee to read. 

Senator Scnorrre.. That will go into the record. 

Senator Smatuers. We will make your statement in full a part of 


the record. 
(The statement of Mr. Jessup is as follows :) 


My name is Claude A. Jessup. I am president and general manager of Vir- 
ginia Stage Lines, Inc., Charlottesville, Va., an affiliate of the National Trail- 
ways System. I am also a director of the National Association of Motor Bus 
Operators. 

I appear before your committee today on behalf of the National Association 
of Motor Bus Operators. NAMBO is the national trade association for the 
intercity motorbus industry. It serves as spokesman for nearly 1,000 carriers 
which account for about three-fourths of the intercity motorbus transportation 
in the United States. 

The intercity bus industry serves all the major cities in this country. What 
is even more important, it furnishes the only means of public passenger trans- 
port in thousands of communities which, for economic reasons, the railroads 
and airlines do not serve. The bus industry also supplies the only package 
express and first-class, pouch-mail service in many of these communities. Service 
to the smaller communities is growing in importance with the railroads’ gradual 
withdrawal of trains. At the present time, exclusive of mass commutation 
travel, intercity buses transport some 35 percent more passengers than the 
railroads. 

I might explain that my purpose here is not to belittle the seriousness of the 
railroads’ plight or to attempt to throw roadblocks in the path of their efforts 
to obtain relief. Their testimony clearly indicates that they are rapidly moving 
toward financial failure. As a member of our national transportation system, 
the intercity bus industry is naturally concerned about this growing crisis which 
threatens the entire transportation industry. 

No one would seriously question the fact that the railroads are an essential 
part of our transportation structure. So are the intercity bus companies, I 
might add. The Nation cannot afford to lose either of these forms of trans- 
portation through financial failure. 

Accordingly, the intercity bus industry supports efforts of the railroads to 
obtain legislative relief. In fact, it may be pointed out that the intercity bus 
industry has equally grave problems not unlike those of the railroads. It is hoped 
that some measures may be forthcoming which will enable the transportation 
industry as a whole to surmount its common difficulties. 

This is not to say that every proposal advanced by the railroads should he 
adopted. In considering their proposals, it is important not to lose sight of the 
fact that our transportation system is made up of a number of different modes 
of transportation, each contributing its part to our Nation’s transportation needs. 
One of these is the intercity bus industry and another is, of course, the railroads. 

All are essential to a sound transportation system properly serving national 
needs. It is the function of Federal regulation to weld these various forms of 
transportation into a coordinated system which can serve the broad national 
interest in adequate transportation even where some of their interests may 
conflict. Congress clearly expressed its views in this regard in the national 
transportation policy where it was provided that regulation of carriers subject 
to the Interstate Commerce Act should preserve the inherent advantages of 
each and be directed “to the end of developing, coordinating, and preserving 
a national transportation system by water, highway, and rail, as well as other 
means, adequate to meet the needs of the commerce of the United States, of the 
postal service, and of the national defense” (act Sept. 18, 1940, 54 Stat. 899). 

Many of the proposals of the railroads are consistent with these principles. 
We therefore support (1) the proposals to eliminate the burdensome trans- 
portation excise taxes, (2) the proposals for tax relief in connection with the 
replacement and modernization of new equipment and facilities, (3) the pro- 
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posal to restrict the inroads made on public transportation by so-called private 
carriage, (4) the proposal to establish Federal responsibility in the discontinu- 
ance of unprofitable passenger operations, and (5) the proposal to provide for 
compensatory mail rates. The intercity bus industry supports these proposals 
because, in our opinion, they will serve national interests by benefiting carriers 
in a way which will benefit the public. 

One proposal by the railroads, however,-does not meet these requirements 
and we must oppose it. That is the proposal to establish the three so-called 
shall nots of ratemaking.’ 

It gives the railroads the almost unrestricted right to underprice other modes 
of transportation. This would only result in weakening our national trans- 
portation system as a whole, and will not help the rails to solve their economic 

roblem. 
. Before discussing these matters in detail, I should like to correct some mis- 
understandings which may have developed in the course of the presentation by 
the railroads. One implication of the railroad testimony appears to be that 
the railroads are the only form of transportation experiencing critical times. 
This is not correct. 

The precarious financial predicament of the intercity bus industry is not 
a matter of mere conjecture. Of 126 class I intercity bus companies (i. e., 
those with annual gross revenes of $200,000 or more) for which final reports 
are available for 1947, 34 or one-fourth, incurred overall deficts, and 4 others 
just broke even. 

While precise figures on a current basis are not available, it is common 
knowledge that the smaller intercity carriers, which far outnumber the class I 
group, are in a much more precarious financial condition. Many have been 
forced out of business. A recent study in the State of New York showed, for 
example, that about 10 percent of all companies failed in less than 2 years.’ 

An additional indication of the financial difficulty of the intercity bus industry 
is that class I carriers showed a combined operating ratio of over 90 percent 
(before income taxes) in 1957. The margin of revenues over expenses which 
this reflects is too narrow for financially sound operations. A ratio of expenses 
to revenues of 85 percent is generally considered by the Interstate Commerce 
Commission to be reasonable and necessary for this type of operation. 

One important fact, not generally recognized, is that the fares paid by pas- 
sengers on regular scheduled bus operations are insufficient to meet expenses 
on a great many of the routes operated. In fact, the study made by the New 
England Governors’ Conference showed that total regular-route passenger reve- 
nues were insufficient to meet total operating costs over the entire region. 

Wherever this is true, it is obvious that continuation of the essential regular- 
route service has been possible only by subsidizing it with revenues from charter 
operations and the transportation of mail and express. 

The Governors and legislatures in the six New England States, and in Iowa, 
Pennsylvania, New York, Ohio, and Michigan have become so concerned with 
the problem of maintaining the essential passenger service of the bus lines 
that they have recommended, and in some cases effected, remedial measures in 
the form of tax relief for the carriers. 

A select committee of the house of the Michigan Legislature used the follow- 
ing language in strongly recommending tax relief for intercity bus operators: 

“It should be noted that there has been established in Michigan a compre- 
hensive system of intercity motor-bus routes Over which individual carriers 
operated pursuant to authority granted by the Michigan Public Service Com- 
mission, but whose operations are coordinated through the medium of joint-line 
service so as to produce maximum service to the public. These carriers serve 
the entire State and if it were not for their respective services, there would ve 
many areas of this State without any form of public transportation of passen- 
gers and related traffic. Representatives of traveling, shipping, and receiving 
public appeared before this committee and testified as to the absolute necessity 
for maintaining this service and to the dire results which would befall this 
State if such service were to be discontinued * * * Based upon the findings of 


1 Specifically the proposed amendment would provide that, in prescribing just and 
reasonable rates for carriers subject to the act the Commission “shall not” consider (1) 
the effect of such rates on the traffic of any other mode of transportation, (2) the relation 
of such rates to the rates of any other mode of transportation or, (3) whether such 
rates are lower than necessary to meet the competition of any other mode of transportation. 

2 Report of the special committee appointed by the Governor for the study of the problems 


Get" privately owned motorbus industry, State of New York, Transit Study Committee, 
21278—58—pt. 3——_5 
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facts hereinafter set forth, your committee concludes that both the local and 
intercity divisions of the common motor carrier bus industry of this State are 
in dire financial straits and that, if the government of this State as well as 
local units of government do not take immediate, progressive, and objective 
action, through the medium of tax relief, the above quoted transportation pol- 
icy of this State will be thwarted and the public interest * * * will be irre- 
parably injured and eventually destroyed.” Report of Committee on Bus 
Company Failures, Journal No. 16 of the House of Representatives, 68th Legis- 
lature, Lansing, Mich., February 7, 1957. 

The second implication in the railroad testimony is that bus companies are 
subsidized as a result of their use of highway facilities maintained at public 
expense. Nothing could be more erroneous. 

The latest figures available to the National Association of Motor Bus Oper- 
ators show that in 1956 class I intercity bus companies paid total State and 
Federal taxes of around $55 million. All other intercity bus operators are 
estimated to have paid another $10 million in taxes. Of the taxes paid by 
class I carriers an aggregate of $29.7 million, or over 52 percent, represented 
special levies paid only by highway users. 

Attached to my statement at exhibit A is a table showing the taxes paid by 
all class I intercity bus operators per bus-mile operated for use of highways. 
The table shows that State and local taxes for use of highways averaged about 
2.1 cents per bus-mile operated for all carriers in 1956 as estimated by the 
National Association of Motor Bus Operators. When other user charges, such 
as tolls, are added to this the total charges average 2.5 cents per bus-mile. 
In addition to these taxes, the class I intercity carriers pay about $8 million 
annually (or 9 mills per bus-mile) for Federal taxes paid exclusively by 
highway users. 

It may be added that Federal highway-use taxes paid into the highway trust 
fund alone average $540 per year for each bus operated by class I carriers. 
This takes no account of the other Federal highway-use taxes paid into general 
funds. The $540 for a single bus is equivalent to the Federal highway-use 
taxes paid annually into the highway trust fund by no less than 27 average 
private automobiles. Moreover, the average State highway-use taxes per bus 
paid by class I carriers is $1,575 per year, exclusive of the $310 per bus paid 
each year as tolls. 

It takes the State highway-use taxes paid by 34 average private automobiles 
each year to equal the $1,575 paid for each bus. The figures given here are for 
all types of buses, whether large or small. They demonstrate beyond question 
that the intercity bus industry’s use of the Nation’s highways is not subsidized 
by taxpayers. 

The points I make here are that the bus industry (1) is paying at least as 
much for the use of our Nation’s highways as it receives in value from the use 
of those highways and (2) is subject to deteriorating economic conditions 
not unlike those affecting the railroads. In fact, general reasons advanced 
in support of legislative relief for the railroads also support relief for bus 
operators. Both industries are in need of help. 

With these general comments I should like now to turn to specific proposals 
made to the committee in these hearings. 


THE THREE “SHALL NOTS” OF COMPETITIVE RATEMAKING 


Perhaps enactment of H. R. 5523 and H. R. 5524, now pending in the House 
of Representatives, would provide some limited and short-range help to the 
railroads. But they would not provide, as I believe the railroads would agree, 
any real solution to this problem. They are clearly unjustified because they 
are discriminatory and unfair to other modes of transportation. 

These bills would prevent the Interstate Commerce Commission from con- 
sidering the effect of rates of one mode of transportation (e. g., the railroads) on 
another mode (e. g., the bus lines). The consequences of this legislation would 
be to give the railroads an unwarranted competitive advantage over other 
carriers. This would not be consistent with sound principles of transportation 
regulation nor with the development of a broad-based national transportation 
system. Aside from this, a telling consideration against this proposal is the 
position of the railroads themselves that the proposal should not be applied to 
them in the area of intramode competition. 

This legislation would restrict the ratemaking power of the Commission to 
a determination whether rates are compensatory to the carrier publishing the 
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rates. The compensatory standard of ratemaking is generally understood to 
allow carriers to fix rates on the basis of their out-of-pocket costs rather than 
total costs. No carrier could be expected to base rates on out-of-pocket costs for 
very long, but it would be and is done for purposes of underpricing competitors 
on a temporary basis to the end of capturing the competitor’s traffic. 

Because the intercity bus industry is primarily a service industry, i. e., one 
having a relatively small investment in property in relation to services per- 
formed, its total costs are made up largely of direct or out-of-pocket costs. 
Railroads, on the other hand, having large investments in property in propor- 
tion to services performed, experience small out-of-pocket costs in comparison 
to fixed costs. 

These differences in cost characteristics of rail carriers and bus operators 
would, under the compensatory ratemaking standard, enable rail carriers to 
charge lower rates than bus operators for the purely competitive purpose of 
capturing traffic of the bus lines notwithstanding the fact that the total cost 
to the rail carriers in providing the particular services may greatly exceed the 
total costs of competing bus lines. This clearly gives one mode of transportation, 
viz, rail carriers, a competitive advantage over motorbus operators which cannot 
be justified on economic grounds. 

The greater vulnerability of motorbus carriers to revenue changes as compared 
with rail carriers further compounds the unfair competitive rate advantage 
this legislation would provide rail carriers. Motor carrier investment in property 
is made up largely of operating equipment with a relatively short life. This 
requires a rapid turnover of capital. 

In order to achieve this rapid turnover, motorbus carriers must endeavor to 
operate with a close margin of operating revenues over expenses. The situa- 
tion is different with rail carriers. Their investment is in property having a 
long, useful life. Capital turnover is thus much less than in the case of motorbus 
carriers and there is a much greater margin of operating revenues over expenses, 

Consequently, railroads are considerably less vulnerable to revenue changes 
than are motorbus operators. Further, the diversified transportation interests 
of rail carriers enable them to absorb losses from passenger service through 
revenues derived from freight operations. Thus for years rail carriers have 
underwritten passenger deficits with profits from freight operations. 

In short, losses in passenger revenues resulting from below-cost rates cause 
little damage to the overall operations of rail carriers but they quickly cripple 
motorbus lines. 

The proposed legislation thus would give rail carriers a devastating competitive 
advantage. It would allow them to charge lower rates than motorbus lines on 
the basis of out-of-pocket costs even though their total costs exceed those of 
the bus lines. In addition to giving them a rate advantage, it would leave them 
free to use below-cost rates (all costs considered) for competitive thrusts against 
their motorbus competitors. 

They enjoy financial resources which enable them to uSe such rates to cause 
ruinous revenue losses to bus lines without any corresponding effects on their 
own overall financial situation. They would thus be placed in a position where 
they could make a temporary, selective use of below-cost rates in areas of com- 
petition with bus operations with the effect of driving bus lines swiftly out of 
business with little damage to themselves. 

We think the consequences of this legislation are clearly not consistent with 
national transportation objectives. For this reason and because of the injury 
to bus operators which could result from the legislation, we are opposed to this 
proposal by the railroads. 


TRANSPORTATION EXCISE TAXES 


The railroads have recommended repeal of the 10 percent excise tax on 
amounts paid for the transportation of persons and the 3 percent tax on amounts 
paid for the transportation of property. We fully support this recommendation 
for reasons which others have already given your committee in these hearings. 

These taxes were wartime measures designed to discourage unnecessary 
transportation. It is indeed ironic that at a time of rising costs and declining 
revenues with a consequent need for greater sales, we are still faced with taxes 
intended to discourage travel. Both the bus lines and the railroads need more 
than ever before to promote interest in travel and they need the benefits of 
increased traffic demand. The committee is no doubt aware that there developed 
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strong and widespread sentiment in the first session of this Congress to repeal 
the transportation tax either outright or by gradual steps. No one has attempted 
to justify the continuation of this oppressive tax and it has remained on the 
books only because of the general policy of holding the line against tax cuts. 
Any revenue lost by repeal of this tax would be insignificant compared to the 
shot-in-the-arm its removal would give the entire transportation industry. 


COMPENSATION FOR MAIL 


As I have said, intercity bus carriers furnish the only means of public trans- 
port to thousands of small communities in the United States. In connection 
with this service, they can provide a useful and needed service in transporting 
United States mails to these many small communities. The need for this service 
increases as the railroads continue to cut down on train services. 

These carriers are now carrying some mail but they could do much more. 
However, they deserve some assurance that they will be properly compensated 
for the service and they need relief from the cumbersome requirements of com- 
petitive bidding which now prevail. There are no statutory provisions for gov- 
ernmental regulation of mail rates paid bus operators. Rates are established in 
contracts with the Post Office Department. 

The Post Office Department naturally has an interest in keeping its expenses 
to a minimum. It has shown little concern for carrier costs for this reason. 

We strongly support the proposition that when the Government is a customer 
it should pay compensatory rates. It should not be allowed to shop around 
among the various modes of transportation to obtain unduly low and noncom- 
pensatory rates. This situation can be corrected if Congress specifically pre- 
scribes a uniform policy which the Federal Government should follow in dealing 
with all transportation companies. The policy should require payment of rates 
which will cover costs plus a reasonable profit ; and it should give all modes of 
transportation an opportunity to participate in this essential service in accord- 
ance with the inherent transportation advantages of each. 


TAXATION IN REGARD TO REPLACEMENT AND MODERNIZATION OF EQUIPMENT AND 
FACILITIES 


The replacement and acquisition of equipment and facilities presents many 
problems to bus carriers as well as the railroads. Three proposals to give 
carriers some relief in this regard have been made to Congress. 

The first proposal relates to depreciation deductions. The proposal is that a 
carrier which replaces an old vehicle with equivalent new equipment be allowed 
to base depreciation on the cost of the old vehicle except for the first year when 
the depreciation deduction would be the difference between the cost of the new 
vehicle and the cost of the old. This would enable a carrier to depreciate in 
the first year the increase in the price of equipment due tc inflation. 

The intercity bus industry supports this proposal as the most desirable way 
of assisting carriers to overcome equipment replacement problems. As an 
alternative, the proposal for legislation permitting the establishment of con- 
struction and new equipment reserves which may be deducted in computing 
Federal income tax would be acceptable. 

Furthermore, the bus industry faces financial problems in constructing and 
modernizing passenger terminals. Since such facilities are normally depreciated 
over a life of 30 to 50 years, the small depreciation allowances resulting for 
tax purposes make construction loans difficult to obtain and repayment sched- 
ules difficult to meet. 

In order to solve these problems, the railroad in@ustry proposed that, for tax 
purposes, no railroad depreciable property will be presumed to have a useful 
life in excess of 20 years. We urge this proposal be applied to the terminal 
facilities of the bus industry. 

It may be emphasized, as previously pointed out to the committee, that these 
proposals would not deprive the Government of taxes. Under the first and third 
proposals, the vehicles and terminals would receive the same depreciation allow- 
ances they now receive except that the deductions would be taken in accord- 
ance with a different schedule. 

Similarly, under the second proposal, the amounts placed in reserve would 
reduce depreciation allowances on new equipment, and the Government would 
recover its taxes in that way. The most these proposals do is change the time 
when particular deductions are made. 
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Any of these proposals, if adopted, would help carriers solve problems of 
financing equipment replacements and supply the incentive to maintain modern 
fleets. Better service to the public would be the result. 


GENERAL LEGISLATION 


The railroads have pointed out the burdensome aspects of taxes (Federal, 
State, and local) on transportation. They have specifically mentioned the 
problems which would befall them if payroll taxes were increased for pur- 
poses of expanding retirement benefits for railroad employees. They have also 
mentioned legislation other than taxes (e. g., safety legislation affecting hours 
of service, grade-crossing protecting and the like) which lead to overregulation 
of transportation. 

Some of the tax and other legislation referred to by the railroads do not apply 
to bus carriers. However, there are others which affect bus lines while not 
affecting the rails, and they are just as burdensome as those named by the rail- 
roads. Thus, although the the railroads have described legislation specifically 
directed at them, the problem they pose applies to all types of transportation 
companies. For this reason the intercity bus industry supports efforts of the 
rails to simplyfy this type of regulation. 

The State and local highway use taxes paid by the bus industry consist of 
a multitude of different taxes, including taxes on motor fuels, vehicle license 
taxes, registration fees and tolls for highways, bridges, tunnels and ferries, 
plus such special levies assessed only against intercity buses as gross receipts, 
seat-mile and passenger-mile taxes. They also pay Federal and State income 
and social security taxes. Added to these are Federal automotive taxes for 
motor fuels including gasoline and oil and excise taxes for tires, tubes, vehicles, 
and parts. Real estate and personal property taxes at the State and local 
levels impose an additional tax burden on this industry. Finally, it is subject 
to a miscellany of other State and Federal taxes. 

This structure is quite complicated and burdensome. Almost 13 percent 
of the revenues received by class I carriers in 1956 were paid out in taxes. 
This affects public users of bus transportation, too. When this 13 percent 
is added to the 10 percent Federal excise tax, the bus passenger contributes 
about one-fourth of his cost of transportation to taxes. 

We, of course, do not advocate repeal of all these taxes. We do, however, 
suggest that these taxes cannot properly be increased. We also suggest that 
some of them are unjustified and unduly burdensome. Each year the intercity 
bus industry is—as is the railroad industry—confronted with proposals to 
increase levies or add additional ones. It would be beneficial to all transporta- 
tion if it were recognized that these proposals are not warranted under present 
circumstances. Federal and State governments should attempt to simplify 
the tax structure and consideration should be given to reducing taxes, where 
feasible, as a means of ameliorating the worsening financial situation of all 
transportation companies. 

The bus industry is also called upon from time to time to meet other legis- 
lative proposals which increase its burden. It should be recognized that pro- 
posals of this nature for changing existing conditions by adding financial and 
administrative burdens or unnecessarily increasing competition merely impose 
new hardships without any corresponding benefits to the public. Transporta- 
tion companies today need more stability and less regulation if they are to 
survive in a way which will permit them to continue to furnish needed trans- 
portation services. 

CONCLUSION 


This committee bas with good cause recognized the financial predicament 
of the railroads. The committee should also know that a similar situation 
exists with respect to other modes of transportation. Legislative relief from 
the situation is necessary. To this end the proposals of the railroads should 
be adopted where they serve the national interest in a sound national trans- 
portation system. Indeed, they should be extended to other modes of trans- 
portation. On the other hand, where the proposals would only harm com- 
peting modes of transportation and not really solve the railroad problem, they 
are not consistent with a proper national transportation policy and they sheuld 
not be adopted. The three “shall nots” for competitive ratemaking fall in 
this category. 
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(Exhibit A to the statement is as follows: ) 


Exuisitr A.—Operating tawes and specified related costs of class I intercity 
motor carriers of passengers, 1956 (Federal and State income tawes and 
excluded) 





Percent of— 
Thousands} Cents per 
of dollars bus-mile 





Operating Total 
revenues | expenses 


Operating taxes and licenses, total....__..._- tatemutnnitid $38, 934 4.4 10.1 11.1 

































































Highway-user taxes: 

Total (Federal, State, and local)... .....-.---- 29, 687 3.4 7.7 8.4 
State and local, total.....__._.___.-..-_---- 21, 667 | 2.5 5.6 6.1 
Di otee feel aed Oil... 5 ois= che sn-- ses 9, 001 1.0 2.3 2.5 
Licenses, registration fees, etc... .-- ae 9, 115 1.1 2.4 2.6 

Highway, bridge, tunnel, and ferry | 
WeNcixiatavensvtcsnaatcestoesase salah 3, 551 4 9 | 1. 
nt lle ete thes $020 9 7. Oe 
Motor fuel and oil !......-......_.----- 4, 768 | 5 1.2 | 1.3 
I oe oF is oh ol) 158 | (2) 1] A 

Excise taxes on vehicles, tires, tubes, 
Ie oooh eke oe 3, 004 | 4 8 | 9 
—— —. =i = — —_— >_ —_———— —- — 

Social-security taxes: | | 
Eo oe oce ee ee eng eae ee 3, 815 | 4 1.0 | 1.1 
it Reiabe es’ 8 4 os, tft ee ho hah 571 | a 2) 2 
i eee aE iT 3, 244 .3 .8 9 

General taxes: mri " 
aa bbc eters ed ENS os oe ei ek 5, 432 6 1.4 | 1.6 
Real estate and personal property (State) _ _- 3, 490 | 4 9 | 1.0 

Other State (business franchise levies, | 
DONMEN S008, O08.) «os icsdiis isd cicdcusbe 1,705 | A 44 5 
er a ce en 237 () 1 | 1 
== SS ——— | SS OO 
Employees welfare expenses... ___-.............-..--- : 6, 200 | a | 1.6 1.8 
WRGRMINON 0 GOMRDOMOOEION. oa. 8. sn inc cnc ec wne cn nane 846 1 | 21 2 








1 Data reflecting actual tax payments for 1956 adjusted for increased rates effective July 1, 1956. 
2 Less than 0.05 cents per bus-mile. 


Source and coverage: Interstate Commerce Commission, Statistics of Class I Motor Carriers,and special 
NAMBO tabulations and estimates. Included are data for carriers of passengers and estimates for passenger 
operations of carriers of both property and passengers. 


Senator Lauscue. Will you proceed, Mr. Jessup ? 

Mr. Jessup. My name is Claude A. Jessup, president and general 
manager of Virginia Stage Lines, Inc., Charlottesville, Va., an affili- 
ate of the National Trailways Motor Bus System. I am also a director 
of the National Association of Motor Bus Operators. 

I appear before your committee today on behalf of the National 
Association of Motor Bus Operators. NAMBO is the national trade 
association for the intercity motor bus industry. It serves as spokes- 
man for nearly 1,000 carriers which account for about three-fourths 
of the intercity motor-bus transportation in the United States. 

The intercity bus lines serve all of the major cities and small towns 
in the United States. They serve many cities that aren’t served by 
any other form of transportation. It is said that we serve something 
like 40,000 communities that are otherwise not served by any other 
form of common carrier service. 

I think it is interesting to you to know that we handle something 
like 85 percent more passengers than any other form of surface 
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transportation. We are not here to block the railroads in their 
plight for relief. We believe that as a member of the national trans- 
portation system, they serve an important part. We also believe that 
we serve an important part. 

No one seriously questions the fact that the railroads are an es- 
sential part of our transportation structure. They should not be 
allowed to lose the value to our Nation through financial failure. 

Accordingly, we support their efforts. It may be pointed out that 
the intercity bus industry also has problems unlike those of the 
railroads, it is still hoped that some relief will be forthcoming which 
will enable the transportation industry as a whole to surmount its 
common difficulties. 

Operating statistics and business failures in the bus industry are 
tangible evidence of the financial predicament of this industry. Of 
126 class 1 intercity bus companies, those with an annual gross 
revenue of $200,000 or more, for final reports made available for 1957, 
34 or one-fourth, incurred overall deficits, and 4 others merely broke 
even. 

While precise figures on a current basis are not available, it is 
common knowledge that the small intercity carriers would far out- 
number the class 1 group, and are in much more precarious financial 
position. Many have been forced out of business. A recent study 
in New York State alone showed that 10 percent of all companies 
had failed in the last 2 years. 

Operating ratios are also an indication of the difficulties of our 
industry. In 1957 the class 1 carriers had a combined operating ratio 
of over 90 percent. The Interstate Commerce Commission generally 
considers 85 percent as a reasonable return. 

Mr. Barton. Pardon me, Mr. Jessup. Would you explain for the 
record what an operating ratio is? 

Mr. Jessup. An operating ratio is how much it costs to take in a 
dollar. If it costs 90 cents to take in a dollar, you make 10-percent 
profit. If it costs $1.10, you lose 10 cents. 

Mr. Barton. What is considered the lowest minimum favorable 
operating ratio ? 

Mr. Jessup. In our business we consider 85 percent. We under- 
stand that the railroads consider 80 percent as a fair ratio, because 
there are other charges to be put on top of the 80 percent—and by the 
same token, the other charges to be put on top of our 85 percent. 

Mr. Barton. Thank you. 

Mr. Jessur. In many States they have seen fit to pass tax relief laws 
that will give the busline some relief. This was brought out in a 
study in the New England section, also in Michigan, and we in Vir- 
ginia-North Carolina have had some relief, in order to try to keep our 

ead above the water. 

The latest figures available to the National Association of Motor 
Bus Operators show that in 1956 the class I intercity bus companies 
paid a total of State and Federal taxes of around $55 million. The 
other intercity bus operators are estimated to have paid another $10 
million in taxes. Of the taxes paid by class I carriers, an aggregate 
of $29 million or over 52 percent, represents special levies paid only by 
highway users. 
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It is shown in our prepared statement that the State and local taxes 
for use of the highways averaged about 2.1 cents per bus-mile operated 
for all bus carriers in 1956 as estimated. 

When other user charges, such as tolls and the like are added to this 
total charge, an average of 21% cents per bus-mile is figured. In addi- 
tion to that, we pay about $8 million annually or 9 mills per bus-mile 
for Federal taxes paid exclusively by highway users. 

It might be added in our prepared statement that it takes the Federal 
highway use tax from no less than 27 average private automobiles. 
In other words, when you meet 1 bus, and 27 automobiles they pay 
identically the same tax. When you add the State and Federal— 
State taxes to it, you have to meet 1 bus and 34 automobiles to equal 
it up. 

On top of that, the average bus on the toll roads, where they operate 
on toll roads, paid $310 per bus. And on those toll roads, of course, 
we still pay Federal tax, as you know. 

The facts I have given show why it must be concluded that the bus 
industry is paying at least as much for use of the Nation’s highways 
as it receive in value for the use of those highways. It is subject to 
deteriorating economic conditions not unlike those affecting railroads. 
In fact, general reasons advanced in support of legislation for the rail- 
roads also supports relief for the bus industry. Both industries are 
in need of help. 

We are glad, therefore, to support the railroads’ general plea for 
relief from some burdens which affect both industries. This is not 
to say that every proposal advanced by the railroads should be 
adopted. In considering our proposal, it is important not to lose 
sight of the fact that our transportation system is made up of a num- 
ber of different modes of transportation, each contributing its part to 
our national transportation needs. 

The intercity bus industry is as much a part of this system as the 
railroads. All are essential to a sound national transportation policy. 
Individual interests may conflict on occasion, but the general im- 
portance does not vary. 

We have reviewed the proopsals of the railroads on the basis of 
these considerations. Many of the proposals are consistent with these 
considerations, others are not. They are discussed in detail in our 
prepared statement. 

I will not take the time of your committee to discuss this in detail. 
ms I would like to state briefly our position on specific pro- 

osals. 
: 1. We support proposals to eliminate the burdensome transporta- 
tion excise taxes. The wartime purposes of these taxes have long 
since passed and they continue to be an unwarranted deterrent to 
transportation. 

2. We support proposals for tax relief in connection with acquisi- 
tions of new equipment and facilities. We favor the proposal to 
allow a depreciation deduction, in the first year of purchase of new 
equipment, in the amount the cost of equipment has risen by reason 
of inflation. We also urge that the proposal by the railroads for elim- 
inating presumptions that the useful life of equipment exceeds 20 
years for depreciation purposes, be applied to the terminal facilities 
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of the bus industry. As an alternative to the depreciation deduction 
relating to inflation, we think the proposal for construction and new 
equipment reserves to be offset against normal depreciation allowances 
is acceptable. Neither proposal results in loss of taxes; they only 
change the time at which depreciation deductions are taken. 

On that point we have many terminals that should be built that 
we can’t afford to build now. 

As an illustration, our terminal on the corner of 12th Street and 
New York Avenue cost us a couple of years ago, over a million dollars, 
whereas across the street, the Greyhound’s terminal which is much 
larger and much more adequate cost them $250,000 before the war, 

So to get money to finance terminals in large cities just makes it 
almost impossible. In New York we had to depend on the city of 
New York to build a port authority terminal so that these lines could 
get off of the street and conduct their business. 

We think through depreciation allowances and reserves set aside, 
maybe this could be eliminated. 

3. We support proposals to restrict the inroads made on public 
transportation by so-called private carriage. 

4. We support the proposal to establish Federal responsibility in 
the discontinuance of unprofitable railroad passenger operations. 

We feel like, with the new highway system and new equipment that 
is available, that we will be able to inaugurate service that is just as 
comfortable as the railroads, and in lots of cases, would be even 
quicker. 

We have just instituted a hostess service between Washington and 
New York and Washington and Atlanta that cuts down the running 
time and offers a real first-class service between those points. We 
think with the new highway system coming that we can expand that 
service, if we can do it at a profit. 

5. We support the proposal to provide for compensatory mail rates 
and urge that something be done about competitive bidding. Our in- 
dustry handles pouch mail to thousands of communities. The charges 
for this service are on a competitive bid basis or a temporary arrange- 
ment with the Post Office Department. 

As the railroads continue to curtail their unprofitable passenger 
service, the bus lines could expand this service to give faster mail 
service than is now possible in many cases. In order to do this more 
effectively, the Government should allow us a more realistic charge 
for this service, without competitive bidding, in order that we may 
gear our service to meet the volume. 

The intercity bus industry supports these proposals because in our 
opinion they will serve national interests by benefitting carriers in a 
way which will benefit the public. 

The same considerations condemn the proposal to establish the 
3 so-called shall-nots of competitive ratemaking. This proposal would 
give the railroads the almost unrestricted right to underprice other 
modes of transportation without economic justification. 

We feel that the Interstate Commerce Commission has demon- 
strated over the years that they are perfectly capable in deciding on 
what rates between points should be. The association doesn’t have 
any policy on whether or not the railroads should be able to take over 
other modes of transportation. It is generally felt that because they 
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were in the bus business and, for the most part, have gotten out that 
they would not want to return. 

So, therefore, we don’t have a policy on that point. Although, we 
feel very strongly that if they are dined to put in arbitrary rates 
between points, that that could definitely hurt our business, because 
the nature of our business is that we must have some overhead traffic 
between points in order to survive. 

There isn’t enough traffic between any 2 given points in order that 
we can operate and operate at a profit. So if they arbitrarily reduce 
their rates,-we think that would hurt us, cripple us. 

To conclude, we think the railroads are in difficulty, but this com- 
mittee should know that the intercity bus industry is equally in need 
of help. Legislative relief is necessary. To this end the proposals 
of the railroads should be adopted where they serve the national in- 
terest in a sound national transportation system, Indeed, they should 
be extended to other modes of transportation. 

That concludes our report just as briefly as I could make it, Senator 
Lausche. 

Senator Lauscue. That is excellent. Do you have any questions? 

Mr. Barton. No questions, Senator. 

Senator Smaruers. All right, Mr. Jessup. Thank you very much. 

We will adjourn until 2 o’clock. 

(Whereupon, at 12:24 p. m., the committee recessed to reconvene at 
2 p. m. of the same day.) 


AFTERNOON SESSION 


Senator Smatuers. The committee will be in order. 
Mr. Arthur Y. Lloyd, executive secretary, Burley & Dark Leaf 
Tobacco Export Association, Inc. 


STATEMENT OF ARTHUR Y. LLOYD, EXECUTIVE SECRETARY, 
BURLEY & DARY LEAF TOBACCO EXPORT ASSOCIATION 


Mr. Luoyp. Mr. Chairman and members of the subcommittee, for 
the record my name is—— 

Renator Purrett. Mr. Chairman, has the witness submitted a 
paper ? 

r. Luoyp. Yes, sir. 

Senator Smaruers. Do we have a statement for Mr. Lloyd? 

Mr. Luioyp. Yes. It was submitted to the Secretary this morning. 

Senator Smaruers. All right, Mr. Lloyd. 

Mr. Lion. For the record, my name is Arthur Y. Lloyd. I am 
executive secretary of the Burley & Dark Leaf Tobacco Export Asso- 
ciation. This is a federated trade association composed of 11 member 
organizations. 

irst, I would like to express my personal appreciation as well as 
that of our association, to Senator Smathers and the members of this 
subcommittee for the opportunity of appearing before you. 

To conserve the time of this subcommittee, three of our member 
organizations, namely: The Burley Tobacco Growers Cooperative 
Association, the Eastern Dark Fired Tobacco Growers Association, 
and the Burley Leaf Tobacco Dealers Association have requested that 
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I represent their viewpoint, instead of their sending individual rep- 
resentatives to Washington to appear before your subcommittee. 

These associations which I have named represent approximately 
500,000 tobacco farmers, growers and dealers in the burley and dark- 
fired tobacco producing areas: 

As growers or dealers in leaf tobacco, the members of these asso- 
ciations are vitally interested in the agricultural commodities exemp- 
tion now contained in the motor carriers provision of the Interstate 
Commerce Act. Redried tobacco is recognized as an agricultural 
commodity and not as a manufactured product within the meaning 
of the exemption; and in many cases tobacco before it is redried 
moves in interstate commerce. 

Elimination of the exemption would result in an increase in the 
cost of handling agricultural products. Any such increase would 
ultimately affect adversely the farmers who produce such products. 

Added costs of handling between the producer and the consumer 
necessarily result, in the long run, in either lower prices to the pro- 
ducer or higher prices to the consumer, and higher prices to the con- 
sumer result in seen demand, which is equally as injurious to the 
farmer. 

At the present time every effort is being made to bolster the farm- 
ers’ income on the one hand, and to hold down the alarming cost of 
living on the other. Elimination of the agricultural exemption, with 
the added costs resulting therefrom, would be directly contrary to 
both objectives. 

Everyone is, of course, painfully aware of the high agricultural in- 
creases we have in this country today. One of the most effective 
answers to this surplus problem is an expanded export trade. Yet 
every dollar added to the cost of an agricultural product reduces the 
amount that can be sold abroad. Without substantial exports, we 
cannot have a healthy agricultural economy. Any move that affects 
agriculture affects us all, farmers, dealers, consumers, and taxpayers 
alike. 

Removal of the exemption would also lessen healthy competition 
in the motor carrier field and would tend to promote monopoly. 
At a time when one of the troubles in the transportation industry is 
the restriction of competition through too much governmental regula- 
tion, no step should be taken to increase such regulation and lessen 
competition. 

There are in the tobacco industry a number of smaller dealers and 
manufacturers who are having a difficult time competing with the 
larger and more wealthy companies. Any added costs to them may 
be, in many instances, the straw that broke the camel’s back, and will 
tend to concentrate the tobacco business in fewer and fewer hands, 
surely an undesirable result. 

We respectfully request that the agricultural exemption be retained 
in any proposed amendments to the Interstate Commerce Act. 

I thank you very much for your time, your interest and your 
consideration. 

Senator Smaruers. Thank you, very much, Mr. Lloyd. 

Senator Purtell ? 

Senator Purrety. This redried tobacco that you describe here, Mr. 
Lloyd, is that perishable in any sense ai all. 
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Mr. Luoyp. It is in the sense that if it gets too dry it is very 
difficult to move it without crumbling. What they have to do is put 
it in increased humidity, put it through a steam room, it is moved, and 
then perhaps in another state it has to go through a dedrier and then 
put the proper amount of moisture back into it. 

Senator Purret.. So that rapid movement is essential ? 

Mr. Luoyp. No, sir. 

Senator Purrety. Rapid movement is not essential ? 

Mr. Lioyp. Rapid movement is not necessarily essential ; no, sir. 

Senator Purrei.. In other words, the commodity would not be in- 
jured by a rather slow movement ? 

Mr. hicee. That is correct. 

Senator Purrety. Thank you. 

That is all. 

Senator Smaruers. Thank you very much, Mr. Lloyd. 

Mr. Lioyp. Thank you, sir. 

Senator Smaruers. Our next witness is Mr. Klein. Has he come 
in? 

Mr. Kurt. Yes. 

Senator Smatruers. Are you ready ? 

Mr. Kietn. Yes. I just wanted to wash my hands. 

Senator Purrety. Off the record. 

( Discussion off the record.) 

Senator Smaruers. On the record. 

Mr. Kier. If you will bear with me a moment, please. 

Senator PurreLL, Do you have additional copies ¢ 

Mr. Kier. I was supposed to be here on Wednesday, and the date 
was changed. I received a call Friday afternoon at my home and 
was told to be here on Monday, and I just didn’t have the time. 

Senator Smaruers. We are delighted to have you. You go right 
ahead. You just check right out. 

Mr. Kier. All right, thank you, sir. 


STATEMENT OF NATHAN M. KLEIN, PRESIDENT, NORTH SHORE 
COMMUTERS ASSOCIATION, INC. 


Mr. Kern. I wish to thank this committee for inviting me to this 
hearing. I am a commuter on the Long Island Railroad, the largest 
commuter line in the United States, and am president of the North 
Shore Commuters Association, Inc. 

Senator Purreti. How large an organization is it, may I inquire? 

Senator SmaruHers. Sure, yes. 

Mr. Kier. We have between 400 and 500, It is not a mass or- 
ganization. It is, rather, an organization that cooperates with civic 
associations and other commuter organizations. 

Senator Purrett. But limited to commuters on the Long Island ? 

Mr. Kurt. Limited to commuters on Long Island. 

Senator Purrett. And they are all commuters ? 

Mr. Krxern. Presumably they are. 

Senator Purrett. Thank you. 

Mr. Kuetn. The presidents of many railroads have appeared here 
to make statements as to conditions on their railroads and railroads in 
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general. They have asked for more Government aid, less Government 
regulations, and tax rebates. These should not be granted. 

In the meantime, railroads are cutting off passenger trains, raising 
fares, and cutting schedules. They have reduced service to the bone. 
They are buying little passenger equipment and reducing their staff. 
In short, they are doing everything possible to discourage passenger 
business. 

The B. & O. has cut service between Baltimore and New York. The 
New York Central has stated “* * * it would like to get out of the 
passenger business * * *” and is doing everything it can to accom- 
plish this. The Chicago and North Western Railway has asked per- 
mission to drop 23 of its 49 stations. 

The New York-New Haven Railroad dropped its bus line in West- 
chester County, while the New Jersey Central has withdrawn 10 
trains from its schedule. The list is endless, and the applications 
mount daily. 

In New York, the Public Service Commission has permitted the 
New York Central to discontinue the Putman Line, and is now con- 
sidering an application to discontinue the West Shore Line. The 
railroads have asked for and received numerous fare increases, result- 
ing in loss of passengers, loss of income. Truly a vicious cycle. 

We commuters have been called “* * * the curse of railroads 
* * *” and are blamed for threatened bankruptcies and possible 
shutdowns. Meanwhile, railroads have ripped up 15,000 miles of 
track since 1940; dropped employment by 11 percent, with more 
layoffs daily. The New York-New Haven, since 1952, has cut their 
supervisory and clerical force from 4,549 to 1,344; their maintenance- 
of-way staff, from 3,230 to 2,138; their maintenance-of-equipment 
staff, from 5,484 to 3,262 and their transportation staff, which includes 
conductors and others, from 9,447 to 6,262. 

Unless Congress acts, the railroads will materially add to our pres- 
ent recession. They are creating unemployment, spiraling inflation, 
and are interfering with our normal way of life. Furthermore, high 
fares and low service have forced many to take to already congested 
highways. 

T. the railroads as bad off as they wish us to picture them? Ac- 
cording to the February 1958, Moody’s Report, the return on railroad 
stock was 7.06 percent, and that was better than any other industry. 
Railroad assets have increased almost $5 billion from 1940 to 1950; 
have reduced their debt by almost $2.5 billion from 1940 to 1955 and 
have declared stock dividends of about $2.5 billion from 1950 to 1957. 

Furthermore, railroads are carrying more tons of freight per train 
and more net tons per car. Daily mileage of locomotives has in- 
creased, and are hauling more freight cars per locomotive. All this 
adds up to more net income, which reached the staggering sum of 
$873,976,000 in 1956. Based on facts and figures, the cry of wolf 
by the railroads, is a false one. 

Railroads are a very important part of our economy. If so, why 
are they permitted to raise havoc with passenger service? The answer 
is that there is a complete breakdown in the enforcement of rules 
and regulations by our regulatory bodies. The Interstate Commerce 
Commission and many State public service commissions have given 
the railroads all they have asked for, without proper authorization, 
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or investigation. This is a very serious charge, yet the damage caused 
to our Nation, by these commissions is so serious, and so deeply does 
it penetrate our economy, that Congress must act. 

Again, railroad accounting has been open to question and criticism, 
and many question the book values on which rates are based. The 
American Institute of Accountants has attempted to make a study of 
railroad accounting, but the same was torpedoed and came to naught. 

Senator Purtett. Who were they torpedoed by, Mr. Klein? 

Mr. Kier. I have here a clipping from the Wall Street Journal. I 
don’t know the date of it, but it was last year, in which it says that 
Study of Railroads’ Accounting Torpedoed, Accountant Charges. 
The stock exchange, the New York Stock Exchange, attempted to 
analyze the method of accounting by the railroads as to whether they 
have the same system of accounting as the other industries do that are 
listed on the stock exchange and the Institute of American Account- 
ants were designated by the stock exchange to look into this. They 
were about to start, and they had the cooperation of the Interstate 
Commerce Commission, when the railroads stepped in. Now, this is a 
quotation from a Mr. Spacek, who is the managing partner of Arthur 
Anderson & Co., one of the largest accounting firms in America. This 
is what Mr. Spacek said : 

Mr. Spacek charged the majority of the committee is worried that the railroads 
will not engage auditors if they express their opinions in terms of generally ac- 
cepted accounting principles. Some members expressed concern that accountants 
cannot certify that railroad financial statements are prepared in accordance with 
generally accepted accounting principles because the present railroad accounting 
practices are so bad. 

The New York Stock Exchange requested that a committee study 
divergencies in railroad accounting in order that the opinions of indi- 
vidual public accountants, as published in the annual reports to stock- 
holders, may state that the accounts are in accordance with accepted 
principles of accounting. Present railroad accounting methods are 
prescribed by the Interstate Commerce Commission. Railroads are 
not required to have statements audited by independent accountants. 
However, many railroads voluntarily have accounts audited and ac- 
countants’ opinions generally state the reports are in accordance with 
ICC accounting eras rather than with generally accepted ac- 
counting principles. If railroad accounting were changed to conform 
with principles applied to other industries, the general effect would be 
to lower railroad earnings, it is believed. 

One divergency is that the cost of new rails and ties are charged to expense 
rather than to setup as assets in the balance sheet, and then charged regular 
depreciation against them. 

Senator Purrett. Mr. Klein, wouldn’t you feel that the complaint 
really is one that probably should be directed to the ICC, because they 
are the people, of course, who determine whether or not these are 
accepted principles of accounting by the railroads? 

Mr. Kern. Evidently, many requests have been made to the ICC 
to change or to look into the method of accounting, and that is one 
of our complaints, that the ICC has not looked into the change, as set 
forth by this American Institute of Accountants. I want to quote 
this: 

Mr. Spacek said that while the study was supposedly studied behind closed 
doors, some committee members called in railroad officials. The railroad men 
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told the committee, “Make sure no recommendations are made which would 
affect the railroad companies adversely from the standpoint of regulation or 
income taxes.” 

Senator Purre.i. Thank you. 

Mr. Barton. Mr. Klein, as I understand the excerpt you have read 
there, it shows that the railroads’ earnings are overstated by present 
methods of accounting prescribed by the Interstate Commerce Com- 
mission ¢ 

Mr. Kuern. I am not an accountant. 

Mr. Barron. Concerning what you said, does it say that? 

Mr. Kuer. All I could gather from what I said—— 

Mr. Barron. Yes. Did you just read a a moment ago that they 
are overstated ? 

Mr. Kuexrn. Yes. 

Mr. Barron. How would that help your situation if the railroads 
are showing greater earnings than they now have? 

Mr. Kie1n. Well, now you take the Long Island Railroad—— 

Mr. Barton. Please answer my question. 

Mr. Kuern. Yes. The value of the railroads, in our opinion, and 
with many accountants, is entirely over-valuated. You take the Long 
Island Railroad, for instance—— 

Mr. Barton. Mr. Klein, I was just talking about your statement 
there. Didn’t the statement say that the railroad earnings are over- 
stated according to the ICC practices ? 

Mr. Kuern. Well, if I read it, that is what it said. 

Mr. Barton. Yes; that is what you said. 

Go ahead, sir. 

Senator Smaruers. Let me ask you a couple of questions. What 
do you represent, now ¢ 

Mr. Kern. I represent a commuter association. 

Senator SmatuHers. Which one? 

Mr. Kier. North Shore Commuters Association. 

Senator Smatuers. Is that a corporation ? 

Mr. Kuern. Yes. 

Senator Smaruers. Where is it incorporated ? 

Mr. Kuen. New York. 

Senator Smaruers. What officer are you ? 

Mr. Kuer. I am president. 

Senator Smatruers. When were you incorporated ? 

Mr. Kuern. I am not sure, I think about 3 or 4 years ago. 

Senator Smaruers. How many active members does it now have? 

Mr. Kern. Well, like many other organizations we have members, 
the board of directors are the actual active participants. 

Senator Smatuers. How often do you have meetings ? 

Mr. Kuetn. Well, call for a meeting about once a year which we 
have, and as far as the board of directors are concerned we call them 
as necessary. We have had several board of directors meetings during 
the year. 

Senator Smatuers. During this past year, 1957? 

Mr. Kuxtn. Yes. There hie been a great many problems that 
have come up and we have—it just takes a telephone call to each 
one. 

Senator Smatruers. What is your business? 

Mr. Kier. I am an attorney. 
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Senator Smaruers. You are an attorney ¢ 

Mr. Kuer. Yes, sir. 

Senator Smarners. And you are the president of the North Shore 
Commuters Association ? 

Mr. Kuet. Yes, sir. 

Senator Smaruers. Has it ever had any other president? 

Mr. Kuen. No; it has not. 

Senator Smaruers. Do you require dues to be paid to this organi- 
zation ¢ 

Mr. Kier. We have an initial dues of $1. 

Senator Smatruers. Of a dollar? 

Mr. Kern. Yes. 

Senator Smaruers. Do you run any active membership programs, 
solicitation programs? 

Mr. Kier. No; we don’t. 

We try to—we try to, but it involves so much work that we just 
had to give it up. We had 10,000-—— 

Senator Smaruers. Do you have a list of your membership here 
with you? 

Mr. Kxxerm. No. 

Senator Smatruers. How many did you have the last time you 
looked at that list ? 

Mr. Ktetn. I didn’t look at the list. 

Senator Smaruers. You didn’t look at it? 

Mr. Ker. I would say it is about three or four hundred. 

Senator Smaruers. When was the last time you looked at the list, 
if you are the president—— 

r. Kier. Well—— 

Senator Smaruers. Never mind. Where do you live? 

Mr. Kuer. [I live out in Sea Cliff. 

Senator Smaruers. How far is that from New York? 

Mr. Kuern. About 25 miles. 

Senator Smaruers. And you have your office in New York? 

Mr. Kier. I do. 

Senator Smaruers. And do you ride one of these railroads every 
day to and from ? 

r. Kiem. I do. 

Senator Smaruers. You also have an automobile, I presume? 

Mr. Kuern. My wife drives the car. 

Senator Smarners. Your wife drives it. How many cars do you 
have ¢ 

Mr. Kern. One. 

Senator Smaruers. One car and she drives it. So if this com- 
muter service is stopped, then you don’t have any way to get in and 
out except by the bus? 

Mr. Kurt. There is no bus. 

Senator Smatuers. There is no bus. So you are at—— 

Mr. Kuern. We are a captive audience here, we are stranded. That 
is the unfortunate part of this. 

Senator Smatuers. Is everybody who works in Sea Cliff, do they 
all ride the train? 

Mr. Kixrn. Of course, not. 
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Senator Smatruers. Why, if it were a profitable operation, why do 
you think some of these railroads would like to stop it? 

Mr. Kuern. I contend, as do a number of accountants and 
experts—— 

enator Smatuers. Just speak for yourself. 

Mr. Kier. After all, my opinion is based on experts. 

Senator Smaruers. All right. We are asking for your opinion. 

Mr. Kuxern. My opinion is that the charges made on passengers 
are not properly allocated. 

Senator Smaruers. You mean they should be higher—the charges 
made 

Mr. Kuern. They should be allocated to freight instead of pas- 
sengers. 

Senator Smatuers. How much do they charge you to go from Sea 
Cliff into New York today, what is the fare? 

Mr. Kuern. I believe as of today—we are going to have another 
fare increase. 

Senator Smatuers. What is it as of today? Just answer the ques- 
tion, Mr. Klein. 

Mr. Kern. $29.81 a month. 

Senator Smatuers. A month? 

Mr. Kier. Restricted. That means that I cannot ride on that 
ticket on Saturday or Sunday. 

Senator Smaruers. So you get 5 days a week, during the month, at 
$29. Would that average out to be about $1 a trip, or less than a 
dollar a trip? 

Mr. Kuetn. Well, I think it is a little more than a dollar. 

Senator Smatuers. A little more. Is that round trip? 

Mr. Kiet. That is round trip. Well, no, that is not round trip. 
Wait a minute. 

Senator Smatuers. Mr. Klein, you are the expert—— 

Mr. Kern. Well, now, just—you have asked me a question. I 
want to answer it. 

Senator Smatuers. I want you to answer it. 

Mr. Kuern. I have never figured out what it is a day. I presume 
it is a dollar. 

Senator Smatuers. You have figured out what is wrong with the 
railroads, but you haven’t been able to figure out how much this 
monthly transportation costs you. 

Mr. Kuztn. Well, if we divide 20 into $29.81 we get what it cost 
me per day. 

Senator Smatuers. All right, sir. 

Senator Purretu. Does that $29.81 give you 40 rides one way? You 
said $laday. You are riding to and Fico 

Mr. Kxetn. It is more than a dollar a day. 

Senator Purrerz. Of course it is. I am trying to find out as the 
chairman has asked, does this $19.81 cover 5 days a week—— 

Mr. Kier. For 1 month. 

Senator Purret,. Going and coming? 

Mr. Kern. Correct. 

Senator Purtety. So that you get 20 round trips or whatever it is, 
it would be more than 20 over a period of a year. 

Mr. Kuxrn. It averages about 20. Iam sorry. 
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Senator Purrexu. I am sorry, too, but it will average more. But 
anyway, that is what you pay, $29.81 a month for transportation, is 
that right? 

Mr. N. Yes. 

Senator Purrety. Round trip transportation? 

Mr. Kur. Yes. 

Senator PurTeiy. Five days a week? 

Mr. Kuen. Yes. 

Senator Purrety. All right. 

Senator SmatuHers. Now, that is 27 miles from Sea Cliff to New 
York, you say ? 

Mr. n. I would say it is about 25 miles. 

Senator Smarners. It is 50 miles you can ride a day for a little 
overa dollar. Do you think that is too high? 

Mr. Kuz1n. You have never ridden on the Long Island. 

Senator Smatuers. I am asking you if you think it is too high. 

Mr. Kur. I think it is too high for what we are getting. 

Senator Smaruers. All right. 

Go ahead. 

Senator PurTe.y. One more question. 

You ride on the Long Island road, is that correct ? 

Mr. Kuxrn. Yes. 

Senator Purtrett. What have their earnings been, do you know? 

Mr. Kuen. I believe I have their financial statement here. 

Senator Purtett. Have they shown earnings? 

Mr. Kux1n. They have shown a loss for a number of years, they 
went into bankruptcy in 1949. But our charges have been that the 
Long Island has been milked by the Pennsylvania Railroad, and an 
investigation was made by the Nassau County Transit Commission, 
way back in 1949 in which they list a series of charges. 

or instance, in the year 1948 they contend that the Pennsylvania 
shortchanged the Long Island by almost $214 million, and they take 
a period of, I think it is 20 years. 

Senator Purreit. May I ask this question, then: Are you today 
saying that the operating statement, profit and loss statement of the 
Long Island Rail Road does not reflect its true operating condition? 

Mr. Kuern. I do. 

Senator Purrett. And do you further contend or do you think they 
are in fact making money when their profit and loss statement shows 
they are losing money ? 

Mr. Kuen. I don’t say that the Long Island is making money, I say 
that the Pennsylvania is making the money. 

Senator Purrety. You are riding on the Long Island ? 

Mr. Kun. Yes. 

Senator Purrert. You are paying fare to the Long Island Rail 
Road ? 

Mr. Kuern. Yes, but the Long Island is owned 100 percent by the 
Pennsylvania Railroad. It is merely a mirage that you see there. 

Sentor Purrety. No. 

Mr. Kern. The Pennsylvania, the last investigation made by the 
Public Service Commission brought about by a legislature request, 
they had experts from the—who were former vice presidents of vari- 
ous railroads, and I have the reports here with me, which indicate that 
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about 90 percent of the operation of the Long Island is done right in 
Philadelphia. Even the policing of the Long Island is done through 
the Pennsylvania Railroad. 

Senator Purrei.. I wanted to ask the question: Do you feel, then 
that the Long Island Rail Road, operating as a railroad, re ardiess 
where ownership lies, is in fact not showing the proper profit and loss 
statement on its operations and in fact does make a profit where it is 
continually showing a loss and has been in trouble financially ? 

Mr. Kuen. I state here as I go on, that it is my belief that if it 
was not for the Pennsylvania Railroad, the Long Island today would 
be a very prosperous road. 

Senator Purret.. Well, that answers the question. 

The other question I was going to ask, apparently you have an- 
swered now, and that was whether you felt, since ownership was 
vested in the Pennsylvania Railroad, that regardless of the operating 
costs that the Long Island was faced with, that you felt if the parent 
company was making money that they should reflect that in the Long 
Island Rail Road. 

Mr. Kuen. No, that is not so. 

The parent company making money has nothing to do with our 
argument. Our argument is that the parent company, through vari- 
ous contracts, agreements, and other methods, has systematically 
milked the Long Island. It has nothing to do with the operation of 
the Pennsylvania as an independent body. 

Senator Purreit. Thank you. 

Senator Smatuers. Go ahead, Mr. Klein. 

Mr. Kern. Transportation is as important to our people as elec- 


tricity, gas, and postal service. It must be cheap, so as to be within 
the reach of all. 

The 53d annual report of the Interstate Commerce Commission, in 
1939, stated : 


Transportation success can never be the product of high fares and restricted 
service. 

The truth and success of this axiom has been proven time and 
time again. As an off-side, I wish to state that at a previous Inter- 
state—Senate Interstate Commerce investigation, that has been borne 
out. 

Southern Railway has kept rates down and is even lowering them. 
Wabash is making every effort to attract passengers, and reports that 
business is increasing steadily. There are a number of other roads, 
who differ from the cry of woe we have heard here. 

My experience with railroads has been as a commuter on the Long 
Island Rail Road. We in Nassau and Suffolk Counties have no 
alternative railroad. Our fares have gone up more than 200 percent 
since 1947, and the service has gone down an equal percentage. 

We are pushed and shoved into cars and then squeezed into seats 
entirely inadequate to hold us. In the new and rehabilitated cars, 
aisles are narrow, causing delays in loading and unloading, and al- 
ways present a safety hazard. 

In the old cars we are either frozen or roasted ; many cars lack fans, 
windows are dirty and difficult to open. 

Some stations have no adequate shelter and others lack sanitary 
facilities; off-hour schedules are far and in between, and the running 
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time on the Oyster Bay Line is worse than in 1900. Loading plat- 
forms at Penn Station are inadequate and overcrowded during rush 
hours. 

The Long Island Rail Road could have been a prosperous railroad 
but for the Pennsylvania Railroad, which acquired it in 1900, and 
has operated it with shoestring service ever since. 

The Nassau County Transit Commission has charged the Pennsyl- 
vania Railroad with “milking” the Long Island out of many millions. 
These charges have been substantiated by others. 

Over the years, the Pennsylvania, through contracts, agreements 
and other methods, has drained off the resources of the Long Island, 
and today we have a broken-down system, inadequate in service and 
equipment, to handle our needs, at rates that are inexcusably high. 

Another increase has been announced for April 9, and we are help- 
less to do anything. 

If only to add injury to injury, the New York Legislature, in its 
passage of the railroad redevelopment law in 1954, handed the 
Pennsylvania Railroad a gift of commuters’ money totaling $65 mil- 
lion by means of a brand-new accounting trick of turning a capital 
asset into an operating expense. 

Also under this law the Long Island can raise fares without prior 
Public Service Commission permission. It can do a great many 
things which cost the taxpayers money. 

In spite of our protests to the Interstate Commerce Commission 
and the Public Service Commission that this strange law violates the 
rules and regulations of the Interstate Commerce Commission, it goes 
merrily on, together with annual fare increases. 

The core of our transportation problem lies in the office of the 
Public Service Commission and the Interstate Commerce Commis- 
sion. New York refuses to act, and it appears that our only hope is 
in the halls of Congress. 

Congress must act. It must investigate the actions of the Inter- 
state Commerce Commission in permitting fare increases, cutting 
back of schedules and discontinuing of lines. 

It must investigate the breakdown of service and equipment, and 
why railroads are not using money from depreciation to buy new 
equipment, and it must set up a new method of accounting, as pro- 
posed by the American Institute of Accountants. 

The railroads have opened this hearing with cries for relief. It is 
we, the people, who need the relief. We hope and trust it will come 
soon. 

Senator Smaruers. Any questions? 

Senator Purretz. Mr. Klein, you feel that the Long Island Rail- 
road could be made very prosperous, even more prosperous, than pres- 
ently you feel it is, even though the P. and L. statement doesn’t show 
it; is that correct ? 

Mr. Kern. I feel, (1) if the Long Island would do its duty, if it 
was truly an independent body, it could start a series of suits against 
the Pennsylvania Railroad. These have been—these suits have 
been—— 

Senator Purreti. I am only interested now in the operation of 
the railroad, not what they did in the past, and what might be the 
outcome of suits instituted against the parent company. 
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You feel apparently that the Long Island Railroad is today a 
profitable venture but it doesn’t show up on their P. and L. statement, 
is that correct ? 

Mr. Kern. It is a profitable venture if it could divorce itself from 
the Pennsylvania Railroad. 

Senator Purreny. As a separate operation, you feel it is a profitable 
one; is that correct ? 

Mr. Kuxrn. If it received what it got. 

Senator Purrety. All right. 

Mr. Kuxrn. And also, Senator, let me say this: That over the 
years—and the calculation can run anywhere from 50 to 150 million 
dollars—that the Pennsylvania might have siphoned off, there would 
be enough money sufficient to completely rehabilitate the line. We 
would have all new div.coniditdonstl cars, we would have fast, going 
commuter line. And, furthermore, the Long Island, because of its 
ownership by the Pennsylvania, is compelled to go into the Pennsyl- 
vania station. 

That station—and I have a letter from Commissioner Fineberg, 
Chairman of the Public Service Commission—has reached its satura- 
tion point. It cannot take one single extra train. And, Mr. Senator, 
the population, as I state here, of Nassau and Suffolk has reached 
1,750,000 by the last count of the Long Island Lighting Co. 

The situation grows more serious daily. The Long Island refuses— 
they are not dealing at arms length with the Pennsylvania Railroad. 
The Pennsylvania Railroad has a majority of directors on the board, 
and the president of the Long Island Railroad, all the other top 
officials, are former Pennsylvania Railroad men. 

Now, the president has been advised by Judge Byer, and by other 
judges who have reviewed these cases, and by the very experts who 
reviewed this in the last session—and there are quotations that I have 
here—that the Long Island should, without any further delay, start 
actions to recoup. No one makes a move 

Senator Purreti. I am not talking about the question of recouping 
at all. I am asking you a question. You feel it is profitable now 
and it could be made more profitable, is that correct? 

Mr. Kier. It can be profitable, it is profitable, if it received what 
it should receive from the Pennsylvania Railroad. 

Senator Purrety. Is it reasonable to suppose—and I am asking 
you, I am not attempting now to put words in your mouth—is it 
reasonable to suppose that the parent company, knowing they had 
this potential profit earner, would not utilize the availability of it 
to make profits by doing the very things you feel the Long Island 
could do? 

Mr. Kuern. Well, they have made their profits in a different method. 
They have made their profits by milking, which is another way of 
making profits. 

Senator Purreti. But you are appearing here complaining about 
it and you are representing, as you say, four or five hundred other 
dissatisfied commuters. 

I would judge from your remarks that you indicate that this is a 
small fraction of the number that are really dissatisfied; is that 
correct ? 
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Mr. Kuxtn. I would say that the percentage of dissatisfied people 
would run about 95 percent of the commuters. And I think the per- 
centage might be more. 

Senator Doviens: This is not new, they have been complaining for 
some time in the past ¢ 

Mr. Kuixe1n. We have been complaining, and that is one of the 
things I state here, that we have gone to the Public Service Commis- 
sion, we have been insulted by that body 

Senator Purrety. I appreciate your feeling about this thing. But 
I wonder if we couldn’t stay with what I have asked you. 

You feel in spite of the fact that you think it is a profitable ven- 
ture, even though it doesn’t show up on the statement—obviously it 
would be more profitable if you had satisfied users, rather than dis- 
satisfied users—but you think that the Pennsylvania Railroad per- 
sists, however, in operating this, or seeing that it is operated, in a 
manner that continues to run it down or doesn’t permit it to yield 
the profit that it could ? 

r. Kier. I do. 

Senator Purretzt. Does this sound like a reasonable approach on 
the part of businessmen ? 

r. Kier. It sounds most unreasonable, but there are many fac- 
tors. May I just explain one of them? 

There is a branch of the railroad which goes from Long Island 
City to Bay Ridge. It is 11.9 miles. It is owned entirely by the 
Long Island Rail Road. It is the Long Island Rail Road’s tracks. 
Now you would think as a reasonable person, that if you had a profit- 
able business, you wouldn’t just give it away. But along came the 
Pennsylvania and entered into a contract with the Long Island Rail 
Road—now mind you, the directors are similar on both sides—and 
the Long Island Rail Road leased—now that is a very profitable line, 
because all the trains that go from New England and head south, go 
over the Hell Gate Bridge. 

Senator Purrety. Hell Gate Bridge. 

Mr. Kuztn. They go into Long Island City and then they go on to 
the Long Island track and they go to Bay Bridge. Now, as much 
freight goes over that line as is operated on the entire Long Island 
Rail Road. In other words, the Long Island Rail Road can double 
their freight income. 

But what did they do? They leased it out to the Pennsylvania 
and the New Haven under a railroad corporate name, named the 
New York Connecting Railroad. 

And at one time in the investigation the New York Connecting 
Railroad was short-changing the Long Island. So there was an- 
other method of giving them a wonderful thing for nothing, not 
only for nothing, but for losing, by losing money. I mean, there are 
hundreds—not hundreds, but there are many similar cases. 

Senator Purrety. The investigation you speak of was conducted 
by whom and when ? 

Mr. Kuern. The investigation I speak of was conducted by the 
Nassau County Transit Commission. It was conducted by Mr. Robert 
Moses who was the supervisor. And it had a distinguished attorney, 
Alfred T. Davidson, as the chairman, and the commissioners were 
also a distinguished group of people. 
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Senator Purrett. This is not the last investigation of the situation 
prevailing on the Long Island Rail Road ? 

Mr. Kirn. This investigation—No, that was only last year, the 
last investigation—— 

Senator Purretu. That is right. Have you referred to that report? 

Mr. Kiern. Yes; I have them all here. 

Senator Purre.tt. Would you tell us what that report is, and when 
it was conducted ? 

Mr. Kuen. This one? 

Senator Purreti. No; the latest one. 

Mr. Kuern. The latest one? 

Senator Purrety. The one you are referring to is 9 years old or 
8 years old. 

Mr. Ker. Well, let me say this, that Mr. Edward Roberts, who 
is a transportation engineer, worked on this, and in 1953 he was 
employed by the Nassau County to appear at the Interstate Com- 
merce Commission when the county wanted the public service com- 
mission to have complete contro] over the rates and services of the 
Long Island Rail Road. 

Senator Purrett. When was this? 

Mr. Kuern. In 1953. 

Senator Purtreti. The latest report, Mr. Klein—— 

Mr. Kier. The latest report is right here. 

Senator Purrett. What is it? What is the date of it, and who 
submitted it? 

Mr. Ker. I will give it to you. 

Senator Purrety. That would nearer show present conditions; 
wouldn’t it? 

Mr. Kern. Well, our contention is that this investigation should 
not have been made by the public service commission. e have found 
fault many times with the public service commission. 

Senator Purreiy. Will you tell the reporter here who made it, and 
what is the date? 

Mr. Kier. The date of it—well, I think it is December 1958. 

I was retained by the Public Service Commission of the State of 
New York on May 21, 1957, to make a study and submit a report con- 
cerning 

Senator PurTeLL. When wasthe report submitted, Mr. Klein ? 

Mr. Kern. I believe there was a hearing on this report on Decem- 
ber 15, 1957. 

Senator Purretu. Has a report been rendered ? 

Mr. Kier. Yes. 

Senator Purrety. What is the name of the report? Who made it? 
To whom did they report ? 

Mr. Kier. Sir? 

Senator Purrety. Who made the report ? 

Mr. Kern. There were a number of experts who made this. This 
one is Thomas J. Tobin. 

Senator Purreu. Is this an authorized engineer or somebody that 
madethis? For whom did he make it ? 

Mr. Kue1n. This report was made for the public service commission. 

Senator Purreti. All right. The public service commission of 
what ? 
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Mr. Kern. Public Service Commission of the State of New York. 

Senator Purre.L. Now, we are getting someplace. 

They engaged then, individuals, or a group of individuals to make 
a survey ; is that correct ? 

Mr. Ktern. Correct. 

Senator Purrett. This survey was made; is that correct ? 

Mr. Kxert. Right. 

Senator Purreru. It was finished and reported in December, is this 
correct ? 

Mr. Kuern. Correct. 

Senator Purretn. All right. 

Now, will you tell us what the committee was that submitted this 
report to the public service commission ¢ 

Mr. Kier. Well, there was a Mr. Thomas J. Tobin, who states that 
he is self-employed, as a business consultant 

Senator PurtTett. That is all right, just the name. 

Mr. Kier. He was retired from the Erie Railroad. 

That was one of our complaints that they were getting railroad 
people to examine railroads. 

Senator Purrety. Did you object to having people who knew rail- 
roads, reporting on them ¢ 

Mr. Kuiern. We did. We felt that there was plenty of outside 
experts, such as Mr. Edward Roberts and others who have never had 
any connection with railroads, and who has testified both for and 
against railroads. 

Senator Purretn. Thank you. 

Mr. Barton. Mr. Klein, last year a subcommittee of the House Com- 
mittee on Government Operations, known as the subcommittee on 
Legal and Monetary Affairs, held a hearing on the accounting prac- 
tices of the ICC, of which you speak. Did you testify before that 
subcommittee ? 

Mr. Krzr. No. 

Mr. Barton. May I ask why you did not ? 

Mr. Kiern. Why ? 

I still have to make a living. 

Mr. Barton. Yes. 

That was the forum that was looking into this direct matter. 

Mr. Kuer. But other accountants did. I remember reading in the 
Wall Street Journal where they explained about the methods in 
which the accounting was set up. 

Mr. Barron. Has any formal complaint with the ICC been filed 
on these accounting practices—the practices of the Pennsylvania in 
connection with the Long Island ? 

Mr. Kuiern. Yes, we have made many complaints, and I think the 
ICC has a copy of this report. 

Mr. Barron. Did you ask for a hearing and a decision ? 

Mr. Kern. Yes. 

Mr. Barton. What was the decision ? 

Mr. Kuietn. They have completely avoided us. And my feeling is 
that there is a little game going on between the Interstate Commerce 
and some of the public service commissions. Now, you take the aban- 
donment of the Putman Line. Now, here are a group of people—I 
didn’t know how many, but I think the New York Central said there 
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were 500 of them, commuters riding on the Putman Line. A decision 
is made, suddenly, on a rehearing, not at the original hearing, but on 
the application by the New York Central for a rehearing, at which 
time no commuters were present. It was merely a petition by the 
New York Central for a rehearing. No one was heard for the people. 
And the public service commission had the brass and gall, I call it, to 
order the discontinuance of a line upon which so many people depend 
to get to and from the city. 

r. Barton. Can you give me the citation of the ICC decisions in 
which they held against you folks on the complaints which you made 
with the commission ¢ 

Mr. Kuern. I have a ream of material, but I don’t believe I have 
letters which I have sent to the ICC. 

Mr. Barron. I just want the citation of the decisions. 

Mr. Kuern. We have complained about—due to the fact that-I am 
active as a commuter, in the commuter organization, in Long Island, 
I have been in contact with various heads of commuter organizations 
in Westchester and in New Jersey. We are even thinking—and we 
have a committee, which we call the metropolitan commuters com- 
mittee—now, we feel that if this practice by the public service com- 
mission goes on unchecked, and it looks as if we can’t find anyone 
in New York to speak for us, the damage they are going to do to our 
economy is going to be so serious, and the effect so serious that if Con- 
gress doesn’t stop it, step in—and Senator Magnuson last year stated, 
at our request, that he was going to bring this entire matter before 
his committee. That was the last we heard of it. 

Mr. Barton. Do you think that this matter of the discontinuance 
of the service and passenger trains within the State of New York 
should be under the ICC’s jurisdiction rather than the Public Service 
Commission of New York? 

Mr. Kuern. From my experience with the public service commis- 
sion, I wouldn’t like to have it either under the present Interstate 
Commerce Commission or 

Mr. Barton. Where would you put it, sir? 

Mr. Kuern. Well, I would create a separate transportation com- 
mittee. I think the Senate should create one, who would only be 
affected by transportation, not with oil or all the other ramifications, 
and we would suggest that for the 5 years prior or maybe 5 years 
after they quit this committee that they have no connection at all with 
any railroad. 

Senator Smatuers. Mr. Klein, thank you very much, sir. 

Mr. Kurrn. You are very welcome. 

Senator Smaruers. You have completed your statement, have you 
not ? 

Mr. Kern. Yes. 

Senator Smarners. You have made a very interesting observation. 

For my own information, I would like to have you show me in 
Moody’s here where you say that the railroads have a return of some 
7 percent. 

Mr. Kern. 7.6 percent. 

Senator Smatuers. Yes. 

Mr. Kuern. I will show you that. I have it right here. If I can 
refer to my 
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Senator Smaruers. I think if there was a misstatement—— 

Mr. Kurrn. Everything I have is substantiated. 

Senator Smatuers. We are trying to get this into the record. Are 
you going to read it out of the statement ? 

Mr. Kuetn. No, I have it here. 

Senator Smaruers. You said Moody’s. 

Mr. Kuetn. It is Mocdy’s, all right. You are reading from a 
Moody’s of 1957, which takes in the year of 1956. 

Now, here is Moody’s stock survey, dated March 10, 1958. It is 
right here. The month of February. It says, “Common stock prices, 
dividends, yields, and earnings.” And then it goes on, it says, “25 
railroads, February 1958, 7.6.” 

Senator Smaruers. Twenty-five railroads. Was that what you 
said, 25, or did you say all the railroads? 

Mr. Kier. Well, this is 

Senator Smaruers. Just a minute. Did you say all railroads or 
did you say 25 railroads? 

Mr. Kuern. I should have modified it. 

Senator Smaruers. Yes. You should have said 25—let me see it 
while you have it there. 

Mr. Kuixern. Yes, sure. 

(A letter relative to this subject subsequently received by the com- 
mittee counsel is as follows :) 


Moopy’s INVESTORS SERVICE, 
New York, N. Y., March 25, 1958. 
Mr. FRANK L. BARTON, 
Transportation Counsel, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

Dear Mr. Barton: In response to your letter of March 24, we wish to point 
out that the average yield on Moody’s 25 railroad stocks is not at all the same 
thing as the average rate of return for class 1 railroads based on the value of 
their properties. 

As requested, we are enclosing a list of the 25 railroad stocks used in com- 
piling Moody’s rail average. In February 1958, the average price was $47.59, 
dividends $3.36, producing a yield of 7.06. The comparable figures for February 
1957 were an average price of $62.74, dividends of $4.11, producing an average 
yield of 6.55. 

For the 12 months ended January 31, 1958, the average rate of return for class 
1 carriers amounted to 3.25 percent, compared with 3.94 percent for the 12 months 
ended January 31, 1957, and 3.95 percent for the year 1956. The rate of return 
is calculated on earnings before interest and rentals and is based on average 
value of roadway and equipment at the beginning and end of the period covered, 
including materials, supplies and cash, less accrued depreciation. This, of 
course, has nothing to do with the price of stocks, or the dividend yield obtain- 
able therefrom at prevailing market quotations. With earnings for most rail- 
roads declining severely, the market prices for railroad equities have slumped 
badly in recent months and even though there have been many dividend cuts, 
yields for rail stocks have tended to rise. This is quite understandable, but it 
must be kept clearly in mind that average stock yields are in no way connected 
with the average rate of return that the industry is currently obtaining on its 
property investment. 

Trusting that this letter will clarify the situation fully, we remain 

Sincerely yours, 
D. M. Day, 
Manager Transportation Department. 


25 RAILROADS 


Atchison, Topeka & Santa Fe Railway Co. 
Atlantic Coast Line Railroad Co. 
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Baltimore & Ohio Railroad Co. 

Chesapeake & Ohio Railway Co. 

Chicago & North Western Railway Co. 
Chicago, Rock Island & Pacific Railroad Co. 
Delaware & Hudson Co. 

Delaware, Lackawanna & Western Rairoad Co. 
Erie Railroad Co. 

Great Northern Railway Co. 

Illinois Central Railroad Co. 

Kansas City Sor:hern Railway Co. 

Lehigh Valley kailroad Co. 

Louisville & Nashville Railroad Co. 

New York Central Railroad Co. 

New York, New Haven & Hartford Railroad Co. 
Norfolk & Western Railway Co. 

Northern Pacific Railway Co. 

Pennsylvania Railroad Co. 

Reading Co. 

St. Louis-San Francisco Railway Co. 
Seaboard Air Line Railway Co. 

Southern Pacific Co. 

Southern Railway Co. 

Union Pacific Railroad Co. 


Senator Smaruers. Mr. Klein, you said that you were insulted be- 
fore some of these public utilities commissions ? 

Mr. Kuen. Yes. 

Senator Smaruers. When you appeared before them. You haven’t 
been insulted here today, have you ? 

Mr. Kier. Oh, no. 

Senator SmaTuers. You have had a courteous—— 

Mr. Kuen. I couldn’t ask for nicer and better treatment. 

Senator SmaTHers. You won’t go around and say about us—— 

Mr. Kxe1n. I will praise you to the sky. 

Senator Smaruers. You will 

Mr. Kiet. I couldn’t met a nicer group of people, and I couldn’t 
have had a better opportunity to express myself and to speak all I 
wanted to without any hindrance at all. 

Senator Smatuers. All right. That is the happy note on which we 
end. 

Senator Purretn. No, I don’t think we ought to end just now. 

Senator Smaruers. All right. 

Senator Purtert. You mentioned the Westchester County and Put- 
nam, which is of course on the New York Central. 

Mr. Kuern. That is right. 

Senator Purrreiy. There is an interesting article in the March 22 
edition of Business Week. Perhaps you read it. You advocate—you 
feel, rather, that these roads could be operated if management were 
better or if certain things were done without any subsidy at all, is 
that right? 

Mr. Kue1n. I think they are doing very nicely for themselves. 

Senator Purtett. May I read you what some of the Westchester 
County officials indicated in this article on March 22? 


HELP FoR RAILS 


New York’s Westchester County decides it’s time to give a break to the hard- 
pressed commuter lines. 

Thirty years of chilly official indifference to the growing plight of the com- 
muter-carrying railroads began to show signs of a thaw in the East this week. 
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Officials of Westchester County, New York City’s so-called bedroom, set up a 
committee on commutation, ordered it to survey the commuter railroads’ situa- 
tion, and proposed that: 

Local tax concessions be granted the New York Central and New Haven 
railroads. 


A form of subsidy, is that right ? 
Mr. Kurt. Yes, they say so. 
Senator Purre.i (reading) : 


A county authority be set up to operate commuter trains and buses by contract 
with the rail and bus owners. 


Have you contacted Harry Herman? 
It says: 


Says the county’s attorney, Harry G. Herman: “We've been fighting the rail- 
roads every time they have sought a fare increase for the last 30 years. But 
they have been getting in a progressively worse condition * * * Now we have 
to have some armistice talks, if the railroads are to be kept alive.” 

Death of the ‘Put’—The most immediate cause of this switch is the New York 
Central’s success, after years of trying, in winning permission from the State 
public service commission to cease passenger service on its 60-mile, 8-trains-a- 
day Putnam division. The Central won this permission last week and plans to 
cease the service June 1. Only about 500 commuters use the service each day, 
but its forthcoming abandonment has made the county officials fear for the 
future of service on other lines. 


Mr. Kuix1n. That is what I said. 
Senator Purre.y (reading) : 


Only 2 months ago, the Central’s president, Alfred E. Perlman laid out his 
railroad’s policy to a Congressional committee. 


As a matter of fact, he appeared before this committee. 


Railroads should either be freed from regulation of their fares and passenger 
services or should be allowed to drop any passenger service that doesn’t cover 
costs plus a fair return. As an alternative, Perlman suggested that, if any 
public body were ready to make up losses plus a fair return on any uneconomic 
passenger service, then the Central would continue that service. 

Partnership—Now the Westchester officials say: “The time has passed when 
we can just shout and sneer at the railroads * * *. We must make some kind 
of partnership with them.” 

Meanwhile, county officials will meet late this week with New York Central. 
They want first to persuade the Central to go slower with abandonment of 
Putnam division passenger trains. But mostly, they want to start talking about 
the whole commuter problem. 


T read it only because you mentioned the Putnam line. 

Mr. Kue1n. May I mention, in answer to that, that the best advice 
the officials of Westchester can have is to hire perhaps Mr. Robert 
Edwards—I think it is Edward Roberts, or some other authority. 
They are not railroad authorities. 1 feel that they do not understand 
the railroad problem, and although their intentions are perfectly 
honest and sincere, I feel that it requires more than just a statement 
from them ; it requires someone to study the situation. 

Senator Purrett. Mr. Klein, do you say that they should hire 
people who know the railroad situation ? 

Mr. Kuern. That is right. 

Senator Purret.. But a minute ago didn’t you tell me that they 
ought to engage people who did not know the railroad in another 
situation ? 

Mr. Kxern. I am talking about the independent experts. 

Senator Purrett. I see. 
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Mr. Kue1n. I don’t agree with the Westchester officials. I think 
they have been lax in correcting and permitting the situation to de- 
terlorate as much as it has deteriorated. 

Senator Purrett. Thank you. 

Mr. Kizr. Thank you. 

Senator Smatuers. For the record, I want to read that in Moody’s, 
I presume this is Mr. Klein’s book : 


For all railroads in 1956, the rate of return was 3.95. 


_ Just so that the record might reflect accurately what Mr. Klein 
intended to say. 

Mr. Kuz1n. Are you, Senator, reading from the—based on the book 
value ? 

Senator Smaruers. Here it is: 

Rate of return measured by the earnings of the class 1 railroads from year 
to year—rate of return on their net property investment. 

Mr. Kxe1n. Investment. But that does not call for the return that 
the present stockholders are receiving on the stock as it can be pur- 
chased today. That is an entirely different percentage and figure. _ 

Senator Purrett. What the stockholders get has nothing to do with 
the earnings of the road, my friend. What the stockholders get is 


d 
what is declared in the form of dividends, if any, by the directors. 
Mr. Kue1n. I say, the stockholders are doing exceptionally well by 
themselves today. 1 would advise all of us here to buy railroad stocks 
today. 
Senator SmatuHers. Mr. Klein, I want to put in the record, as I 


started out to do, what Moody’s says on page A-12, 1956, the rate of 
return—of course they are talking about all class 1 railroads there. 
Mr. Klein has here this Moody’s stock survey. Of course, Moody’s is 
an investor’s service, where they try to push people to just what you 
are doing, to buy stocks. 

Mr. Kuen. 1 am not trying to sell any stock here. 

Senator Smatuers. You just got through recommending that we 
all buy them. 

Mr. Kuern. I do that facetiously. 

Senator Purtezt. In other words, you don’t want us to buy the 
stock ? 

Mr. Kern. Go ahead and buy it, if you want. I still think it is 
a good buy. 

Senator Smaruers. Mr. Klein, when he quoted the yield of 7.06 for 
February, that was the 25 selected railroad stocks by Moody’s in- 
vestors, where they are trying to ae people. On those stocks 
there is some return at the figure which he named. But the overall 
earning of the railroads—the rate of return on class 1 railroads for 
1956, is 3.95, as shown in Moody’s. 

Now, Mr. Klein, I want you just to recognize again that you have 
had a very courteous reception and nobody has insulted you, nobody 
has abused you, and we haven’t treated you like those other commis- 
sions, have we? 

Mr. Kuetn. Oh, no. 

Senator Smarners. Allright. Thank you very much. 

Mr. Kuen. Thank you. 

May I have the book back ? 
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Senator Smaruers. Yes, that is yours. 

Senator Purrext. I think the record ought to show that we are 
very much concerned with the plight of the commuters, whether in 
New York, Boston, or any other place. It is a very serious problem; 
we are addressing ourselves to it; we want to find out how we can be 
of help in what is truly a critical situation so far as the commuters 
are concerned. 

Mr. Kuxrn. Better news than that we couldn’t hope for. 

Senator Smatuers. The hearings will stand in recess until to- 
morrow morning at 10 o’clock, when we will resume again in room 357, 
Senate Office Building. 

(Whereupon, at 3:03 p. m., the subcommittee adjourned, to re- 
convene at 10 a. m., Tuesday, March 25, 1958.) 
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TUESDAY, MARCH 25, 1958 


Unirep Srates SENATE, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
SUBCOMMITTEE ON SURFACE TRANSPORTATION, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, at 10 a. m., in 
room 357, Senate Office Building, Senator George A. Smathers 
presiding. 

Senator Smatuers. The meeting will come to order. 

We have several Senators on the way, but I think we may as well 
start to try to expedite this. We are highly honored to have with us 
today the able Senator from Arkansas, Senator Fulbright, who I un- 
derstand wishes to present some witness, 

Senator Futsricnt. Mr. Chairman, I appreciate very much your 
enabling me to introduce to the committee this morning Mr. J. O. 
Kumpe, who is the president of the Arkansas Poultry Federation. He 
has prepared a written statement which I would like to be included in 
your record, if possible. 

Senator Smatuers. We will do that. 

Senator Futsrient. Mr. Kumpe will be here available for any ques- 
tions that you or the committee would like to ask him, if that is 
agreeable. 

Senator Smatuers. Fine. ‘That would be perfectly agreeable and 
we will make your statement a part of the record as it is submitted. 

Senator Fursrient. I know how many scheduled witnesses you 
have, I realize you are very pressed for time. But if you do have an 
opportunity to question Mr. Kumpe, I know he could be of very great 
value to the committee. 

Senator Smaruers. All right, thank you very much. Mr. Kumpe, 
you are going to be here with us throughout the day ? 

Mr. Kumpr. Yes, sir. 

Senator Smatuers. You just sit back there and we will ask you 
some questions from time to time. 

(The statement of Mr. Kumpe is as follows :) 

Mr. Chairman, and members of the committee, I am J. O. Kumpe, manager 
of the Arkansas Poultry Cooperative, Inc., and president of the Arkansas Poul- 
try Federation for whom I am speaking today. The Arkansas Poultry Fed- 
eration is a nonprofit organization of growers, flock owners, feed manufacturers, 
and dealers, processors, and hatcherymen numbering nearly 3,300. 

Our members hatched, grew, and processed nearly 100 million of the 110 
million broilers produced in Arkansas during 1957. The poultry industry of 
Arkansas is our second largest source of cash farm income. In Arkansas, as 
in other States, the broiler and turkey industries have utilized new techniques 


and developments in a continuing pattern of efficient breeding, feeding, and 
processing to produce still higher quality products at low cost to the consumer. 
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The gigantic broiler industry has been instrumental in raising the poultry in- 
dustry to the third largest source of cash farm income in the Nation. It has 
advanced in the path of free enterprise making its adjustments to the supply and 
demand without burdening the taxpayer with the costs of public laws of support 
and subsidies. 

We have studied the three bills introduced to clarify the agricultural com- 
modity exemptions in the present Motor Carrier Act, and we feel that any addi- 
tional legislation will only serve to reduce the amount the farmers received from 
the consumer’s dollar. 

We believe that the present Motor Carrier Act as has been defined by court 
action through 21 years of usage will serve the consumer’s interest. We also 
feel that any legislative measures such as H. R. 5823, S. 1689, and S. 2553 will 
cripple the agricultural industries and decrease the amount the producer re- 
ceives from the consumer’s dollar. They do not carry the true intent of our 
lawmakers. 

At this time, we feel that any legislative measures by which Congress might 
attempt to restate its policy intentions as to what might be included in the scope 
of the term “agricultural commodities” shall not be by writing into the statute 
any classification of specific commodities by name, but by leaving as is now the 
general limits of what shall be regarded as “agricultural commodities” as dis- 
tinguished from a “manufactured product” thereof. 

Foremost among the reasons for maintaining the exemption of fresh and 
frozen poultry in the Motor Carrier Act is the flexibility and service rendered 
by exempt carriers. Poultry products are perishable—not because we process 
them that way, but because the consumer wants them that way. When the 
poultry has been processed, it must be moved to the consumer outlet immed- 
iately. Transportation must be at the door of the plant, and there cannot be 
any delay enroute. The perishable nature of the product cannot be subjugated 
to whether or not the line can make immediate delivery at the destination point, 
whether or not the cargo can be rerouted in the frequent cases of reconsignment. 

Most drivers have a financial interest in the exempt carrier equipment, and 
they are trained specialists in handling special perishable cargo in contrast to 
the wage-and-hour employees of most regulated carriers of nonexempt cargo. 
Poultry processors need and demand personal interest by the carrier. 

Such flexibility and personal service has been instrumental in the rapid and 
expanded distribution of poultry markets. Exempt carriers have met the de- 
mands of flexibility and service, producing a competitive service which yields 
better products at the consumer’s level. Better products mean a greater return 
to the producer. 

Processors of poultry products, denied the flexibility and service characteristics 
of exempt carriers, will be forced into related businesses to permit or make use 
of the back-haul privileges. This situation is simple economics. 

The extreme competitiveness featured in poultry production forces the poultry 
industry to deal in fractions of a cent per pound in costs. Margins in every 
phase, particularly processing, are small at best. Selecting one point in Arkan- 
sas to compare rates to the various parts of the United States into which we ship 
poultry reveals the following transportation costs: 
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Rail shipments are seldom used because usual service out of Arkansas points 
does not exceed three times weekly. To Boston, for example, rail time is 7 
days; exempt carrier time is 2% days. Although the rates between exempt 
carrier and rail are comparable, because of this time element, rail delivery 
usually does not receive any consideration. Regulated carriers must take into 
eonsideration trailer interchange on which the time involved is questionable 
and subject to undetermined delays of exchange. 


















PROBLEMS OF THE RAILROADS 1431 


It is evident that these differences in rates between exempt and regulated 
carriers range upward from one-fourth cent per pound. Processors use exempt 
carriers for differences in rates. What will happen to rates under regulation 
is conjecture but they cannot be expected to be less. Rates, because of the 
competitive nature of exempt carriers, are generally lower and will be lower 
than can reasonably be expected under regulation. 

Congress, in passing the Motor Carrier Act, and the courts, in upholding the 
present exemptions, specifically exempted agricultural commodities in order 
to maintain producer returns at a level commensurate to his investment and a 
reasonable labor return. If exemptions are removed, any additional cost of 
transportation or detour caused by inflexibility will be at the expense of the 
producer, the very same person the law was designed to protect. 

Senator Smaruers. The regularly scheduled first witness is a ver 
distinguished citizen from Florida, Mr. Maxwell Wells, who will 
testify for the Growers and Shippers League of America. I might say 
Mr. Maxwell Wells is from the great State of Florida,and from the 
city of Orlando. 

Maxwell, it is always a pleasure to hear you. I am sure the 
committee appreciates your appearance here. 


STATEMENT OF MAXWELL W. WELLS, ATTORNEY, GROWERS AND 
SHIPPERS LEAGUE OF AMERICA, FLORIDA FRUIT & VEGETABLE 
ASSOCIATION, AND THE FLORIDA CITRUS COMMISSION 


Mr. Weuis. Thank you, Mr. Chairman. 

For the record, my name is Maxwell Wells, and my prepared state- 
ment outlines in some greater detail a résumé of my qualifications and 
experience in transportation. I am appearing here today as attorney 
for Growers and Shippers League of Florida and Florida Fruit & 
Vegetable Association. 

The latter is a nonprofit agricultural trade association incorporated 
under the laws of Florida representing fresh vegetables and sub- 
tropical fruit growers and shippers, with its principal office at 4401 
East Colonial Drive, Orlando, Fla. 

The former is a voluntary nonprofit corporation whose members are 
growers and shippers of citrus fruits and vegetables in and from 
Florida, with offices at 45 West Central Avenue, Orlando, Fla. It is 
the transportation agency of Florida Citrus Commission, the State 
body charged with the statutory duty of protecting interests of the 
Florida citrus industry with respect to transportation facilities and 
transportation rates and charges. 

First, the Florida fruit and vegetable industries concur with the 
many statements made before your committee on the necessity for a 
repeal of the tax on freight and other transportation charges. 

We agree that such repeal will operate to the benefit of all for-hire 
carriers, and enable them to compete on a more realistic and equal 
basis with private carriage. We believe that the reduction of total 
transportation charges, by the amount of the tax thereon, will permit 
a greater volume of traffic to move, thereby benefiting the for-hire 
carriers, the shippers and receivers and the consuming public. We 
do not agree that the elimination of the tax will result in reduced gov- 
ernmental revenues in the same amount; for whatever is added in the 
way of greater returns to the grower and shipper, either from greater 
volume or the elimination of the tax, or both, should increase his net 
returns from which the Treasury will benefit by reason of income taxes 
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thereon. We respectfully urge the early enactment of the amendment 
to H. R. 7125, which will repeal the transportation tax. 

Fruits and vegetables are grown in Florida, principally for sale. 
Because of the huge volume produced, the amounts consumed in 
Florida are relatively insignificant. The major consuming area of 
our fruits and vegetables is the eastern part of the United States, 
the great centers of population from Kansas City to the eastern 
seaboard. 

Consequently, our major agricultural industries, fruits and vege- 
tables, cannot exist or expand without adequate, efficient ard economi- 
cal transportation. We use all modes of transportation. 

Prior to World War II, there was an extensive movement of citrus 
fruit from Florida by water to the North Atlantic ports. During the 
war, the ships ceased operating in the coastal trade, and following the 
war their operating costs had increased to such an extent that they 
attempted to force the rail rates up for the protection of the ships. 

We defeated that attempt in hearings before the Interstate Com- 
merce Commission. Since World War II there has been very little, 
if any, fresh fruits and vegetables moving by water except for export. 

Today, therefore, the transportation system utilized for the inter- 
state movement of fresh fruits and vegetables out of Florida include: 
(1) the railroads, (2) the motor common carrier (to a limited extent 
except as they operate vehicles hauling only agricultural commodities 
and consequently exempt from rate regulation under section 203 (b) 
(6) of the Interstate Commerce Act), (3) for-hire motor carriers de- 
voted exclusively to transporting agricultural commodities, and (4) 
private trucks, and (5) Railway Ricci for direct-to-consumer ship- 
ments. 

All of these methods or forms of transportation are essential, and 
not only provide for our deliveries to the principal consuming areas 
of this country and Canada but also furnish a comfortable source of 
transportation equipment and organization for national defense or 
for use in case of other national emergency. 

Since World War II, the rail rates have been the subject of many 
inquiries or investigations by the Interstate Commerce Commission— 
they have fluctuated up and down, mostly up. The formal proceed- 
ings before the Commission—ex parte Nos. 149, 162, 163, 166, 168, 
169, 175, 177, 185, 196, 206, 210, 212—have involved attempts to in- 
crease substantially the rail and express transportation charges. 

Generally, after hearings at which the shippers produced evidence, 
the full amount of the proposed increases have been denied by the 
Commission, and in some instances no increase has been permitted. 

The simple statement of the large number of these proceedings and 
the undisputed fact that when the shipping public was given an op- 
portunity to be heard, and all the evidence was in, the rail proposals 
were found not lawful in their entirety, indicates clearly the con- 
tinued need for laws and procedures which will provide some protec- 
tion against unlawful increases proposed by the rail carriers. We 
cannot, and do not, agree with some of the usually vague and very 
general statements of some rail executives that there should be a de- 
regulation and repeal of some of the Interstate Commerce Act so as 
to return a wider discretion to the railroads to do what they please 
with respect to freight rates and express charges. 
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We believe that the flexibility and adaptability of the administra- 
tive procedures and discretion now vested in the Commission ees on 
adequate protection to the railroads, and that this phase of the prob- 
lem is one addressed to the quality of Commission administration and 
not to legislative needs. 

It is apparent that today the quality of Commission action is as 
high as it has ever been, of which I feel sure this committee is aware. 

I call attention to the fact that all of these general revenue cases 
the order entered by the Commission has been permissive, which did 
not require the increases in the amounts authorized in the order, and 
that because of the competitive conditions existing since World War 
II, the railroads have not been able to maintain the level of rates 
to that level which has been authorized and permitted by the Com- 
mission, which to me is another reason that the cry of need for de- 
regulation is not borne out by the actual facts and the practice that 
has existed. 

I believe in permitting the railroads to adjust their rates freely 
to meet the modern competitive conditions, subject to the supervision 
and control of the Commission as to whether the rates conform to 
the standards of the Interstate Commerce Act. 

I do not believe that the rates of one carrier should be made on the 
basis of the costs of a different type of carrier, but that the inherent 
advantages of each should be preserved and available to the shipping 
public. 

For example, in the attempt of the water lines in 1946 or 1947 to 
force the rail rates up, that was an effort to make rail rates on the 
basis of waterline costs. The present act itself does not approve such 
attempt, various sections, including section 15a of the Rule of rate- 
making for railroads, specifically referring to the carrier or carriers 
for which the rates are prescribed. 

Within the past year, we have had admirable examples of the pres- 
ent attitude of the Commission, in allowing the rail carriers to make 
‘ail rates for the benefit of the rail carriers. In the 1957 reductions 
of certain rail rates on citrus fruit and vegetables from Florida, the 
Commission permitted those to become effective without suspension— 
they being made to enable the railroads to meet motor truck com- 
petition, to obtain a greater volume of traffic, and to benefit by addi- 
tional rail revenue therefrom. 

Senator SmatueErs. I want to declare a 2-minute recess right here, 
Mr. Wells. 

(Short recess taken. ) 

Senator Smaruers. All right, sir; thank you. 

Mr. Wetts. There is a major complaint of the railroads with which 
we agree—that they are currently being deprived of full benefits from 
technological improvements of advantages by restrictive outmoded 
labor policies. 

I do not know precisely what, if any, legislation is needed in this 
respect, and it may be that it is a problem of such great magnitude 
that only time can furnish the equitable solution. It seems certain, 
however, that rail management should enjoy greater freedom in mak- 
ing its own determinations with respect to many of these matters now 
seemingly controlled by labor. 
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If I may give one little illustration. In the January 1958 hearings 
before the Commission in ex parte 210, the Express Case, there was 
one witness referred to a temporary facility at New York City for 
the handling of the huge peak volume of Christmas traffic. In that 
temporary facility, the express witness testified that they were re- 

uired to employ 90 men at that one facility, although less than half 
that number was actually required. That is the type of thing to which 
I refer. 

I do not understand that the purpose of this hearing is to determine 
what shall be done with S. 2553; and when hearings are assigned on it 
or on a subsitute bill embodying its basic principles, additional time 
before your committee will then be requested to present the views 
thereon of the Florida citrus industry and of the Florida vegetable 
industry. 

Because of a statement presented to your committee on February 
18, 1958, by Mr. C. A. Buchanan of Travares, Fla., as to a very sur- 
prising and revolutionary proposal that the agricultural exemption 
of section 203 (b) (6) be repealed, I believe it appropriate here to 
comment briefly thereon. 

Mr. Buchanan stated that he is executive secretary of National 
Agricultural Transportation League of Travares, Fla., that it is 
composed principally of motor carriers of exempt commodities, and 
that he adopted Florida as his home 5 years ago, and he purported to 
speak not only for what he said were the 4,500 members of the NATL 
but seemingly for all of the exempt truckers; and he said that the 
official action of NATL was that the agricultural exemption be 
eliminated and that the exempt trucks should move voluntarily into a 
regulated status. 

We are certain that he was incorrect when he said, “I am making 
these admissions for the exempt trucking industry generally. We do 
not believe that he has authority even to speak for his own members, 
and doubt seriously whether any substantial portion, let alone a major- 
ity of the exempt truckers would support the position stated by him. 

e certainly does not speak for the Florida citrus and vegetable 
industries, for we emphatically desire the continuance of the exemp- 
tion of section 203 (b) (6) of the trucks hauling our fresh paauheell. 
ties from Florida. 

Mr. Buchanan appeared to claim, among other things, that exempt 
trucking was not profitable. The figures themselves speak affirma- 
tively to the contrary. I am listing here, in the prepared statement, 
the comparative figures for the rail and motor truck movement out 
of Florida of fruits and vegetables, for the past 11 seasons, all since 
the close of World War II. The unit is the carload for rail and 
the equivalent carlot (or substantially the same number of boxes) 
for truck movement. 

In other words, the figures for truck are not the number of truck- 
loads, but the number of carlots contained in a much larger number 
of trucks. 

The figures are taken from official sources, that is, the Florida 
State Marketing Bureau who publishes the statistics in cooperation 
with the United States Department of Agriculture; and they show 
the healthy expansion in the exempt trucking industry from Florida 
during this entire period of time. 
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I ask the table be made part of the record. 

Senator Smaruers. That will be done. 

(See Mr. Wells’ prepared statement which appears subsequently.) 

Mr. Wetts. There could not have been the great expansion of = 
number of trucks hauling Florida fruits and vegetables except tha 
the truck operations have been very profitable. 

Furthermore, many of the owners and operators of the large certif- 
icated motor common carriers in Florida at the present time began 
operations initially in the hauling of Florida fresh fruits and vege- 
tables. They prospered then and have expanded to substantial op- 
erations today. 

As a concrete illustration, Mr. Sidney Alterman, president of Alter- 
man Transport Lines, one of the large certificated motor common 
carriers engaged in transporting frozen citrus concentrate from 
Florida today, testified as follows before the Interstate Commerce 
Commission in Ex Parte MC-—43, the trip leasing case, in the follow- 
ing words: 

The testimony which I would like to offer in this proceeding is based upon 
19 years’ experience in the motor carrier industry. I have operated under 
several different classifications, having started out as a driver of mr own 
truck, transporting so-called exempt commodities from Florida to various 
points in the United States. 

It is important to note that since World War II, as shown by the 
statistics to which I have referred, the truck movement of fresh Fruits 
and vegetables out of Florida in the last complete season, 1956--57, 
was nearly 5 times the volume of 1946-47, 31,992 to 145,920, although 
the total ‘interstate movement from Florida increased in the same 
period only from 138,713 to 213,632 or not quite twice by both rail and 
truck. 

Only once in the postwar period has the relative portion by motor 
truck decreased percentagewise In any season under the immediately 
preceding season, viz: 1950-51 under 1949-50. 

It is signific ant to know that in the 1950-51 season the railroads 
had made substantial reductions in the rail rates on citrus fruits by 
rail from Florida to major consuming areas in the United States, 
thereby increasing the rail movement from 78,061 to 98,833 or from 
49.5 to 53.9 pere ent. 

In the succeeding years, the rail rates increased generally, and cor- 
respondingly the relative movement by motor truck increased. 

The motor truck rates are competitive rates, governed by the uni- 
versal law of supply and demand. When the rate advantage is to 
the trucks below rail rates, there is increasing movement by truck. 

When the rail rates are competitive with truck rates, the movement 
by rail tends to increase. 

When both rail and truck rates are too far above the cost of render- 
ing the service, then privately operated trucks begin to increase. 

The competitive rate situation has been bel: atedly recognized in the 
past year by the railroads, who in 1957 made substantial reductions in 
rail rates on bresh fruits and fresh vegetables from Florida, and in the 
last general increase case /'x parte 212 did not propose to increase 
either the citrus fruit rates nor the Florida carload vegetable rates— 
the general trend, however, since 1946 having been upward and up- 
ward, until the past year 
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Even though Mr, Buchanan complained of the 1957 reductions in 
rail rates, the fact is that it is the judgment of rail officials and it is 
definitely my opinion also that the present rates, which are competi- 
tive with truck rates, furnish additional net income to the railroads, 
and are above what are technically known as compensatory rates. 

It is our belief that over the years there has been a remarkable 
uniformity in the rates charged by the motor truck operators for 
transporting fresh fruits and vegetables out of Florida. 

That there is some fluctuation is understandable, and desirable—for 
that reflects the inexorable results of the law of supply and demand. 

Competition between the truck operators and between them and the 
railroads necessarily operates to keep the competitive rates in line. 

When there is an oversupply of trucks, then obviously the competi- 
tive bidding by the truck operators means that rates are lower; and 
conversely when there is a short supply of trucks, the operators are 
never slow to demand and receive more for the relatively scarce 
transportation facilities. 

Mr. Buchanan referred to his claim that today they (the truck 
rates) are anything but uniform. It would be surprising if they 
were, for today, in “the current disastrous se: ison, the growers have 
sustained tremendous losses from the weather, both freezes and floods, 
the volume available for transportation has been a small percentage 
of normal, and consequently the supply of transportation, both rail 
and trucks, has been greater than the movement. 

Whatever may be the real situation then, today in the face of this 
drastically reduced volume as to the level of the current truck rates, 
two facts are clear: First, if there be 2 trucks available for 1 load, 
the 1 operator having the lower rate for transportation undoubtedly 
will get the load—he is not compelled to take it, the option is his and 
the competitive bid is one voluntarily made by him; and secondly, no 
lawmaking power on the face of the earth can overcome the weather 
and furnish loads for the normal number of trucks—and railroads— 
to transport. 

Mr. Buchanan purported to speak on behalf of the exempt truckers. 
If his revolutionary proposal should become law, so that the agricul- 
tural hauler is regulated as to authority, routes, schedules, and rates, 
then Mr. Buchanan would no longer have any members in NATL— 
for as he emphasized : 


The league is composed principally of motor carriers of exempt commodities. 


In the beginning, when the objectives and motives of the National 
Agricultural Transportation League were different from those now 
stated by Mr. Buchanan, the Growers and Shippers League of Florida 
endorsed the principles of such an or ganization. 

NATL is a nonprofit cor poration, whose charter was approved by 
Circuit Judge Frank A, Smith on April 16, 1954, and it is a matter 
of public record in the office of the C lerk of the Circuit Court of 
Orange County, Fla. 

In that charter, it is stated that the general nature of the object 
of the corporation is as follows: The charter of that or ganization, the 
language which I have set forth here in the prepared statement, which 
I hope will be included as part of my statement here, is identical with 
the language of section 203 (b) (6) of the act. 

Senator Smatuers. We will make it a part of the record. 
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(The statement above referred to is as follows :) 


To promote in every legal manner the development, operation, maintenance, 
and general welfare of that branch of the transportation system of the United 
States of America which is concerned with the transportation by forhire motor 
vehicles of loads of property consisting of ordinary livestock, fish (including 
shellfish), or agricultural (including horticultural) commodities (not including 
manufactured products thereof), if such motor vehicles are not used in carrying 
any other property or passengers for compensation. 

Mr. Wetts. Also, that charter does not permit active membership 
in that organization except of exempt haulers of agricultural com- 
modities. 

We doubt very much whether the truck-operator members of NATL 
have had any opportunity at all to express their views on Mr. Bu- 
chanan’s proposal, for it seems clear that the official action of NATL 
is now controlled by Auto Transportation Brokers, insurance agents, 
certificated motor common carriers, and sales agencies of motor ‘truck 
equipment. 

It is my understanding that the majority of the truck-operator 
members of NATL are recruited by the brokers, who deduct from 
the freight charges $1 for membership of the true k operator. 

There is an agricultural exemption with respect to regulated trans- 
portation in the Florida statutes. In 1955, the Florida Legislature 
enacted into law, with the endorsement of Growers and Shippers 
League of Florida, the Auto Transportation Broker Law, chapter 
29787, acts of 1955. 

That law required the licensing as a broker of any person who sold 
or offered for sale exempt transportation or made any contract of 
arrangement for procuring such transportation. 

In the beginning when that act was proposed, it was represented 
to us by the truck brokers that the ones that theretofore chiseled on 
rates were the truck brokers themselves, and particularly the new 
ones coming in who were not familiar with the operation and who 
had no particular financial responsibility, and that the Florida truck 
broker law was the way to cure it. 

In practice, the vast majority, in fact nearly all of the truckloads 
of Florida fruits and vegetables move in trucks for which the trans- 
portation is arranged by a licensed auto transportation broker. 

The broker generally furnishes the bill of lading, and it is a tri- 
party agreement; that is, the motor carrier agrees to furnish the 
transportation and the broker indemnifies the shipper against default 
of the carrier in his transportation contract. 

The broker receives his compensation—understood to be 7 per- 
cent—from the trucker, and handles the finances, that is, the freight 
charges are paid to the broker and he disburses it according to the 
spec ifie arr angements, deducting, of course, his commission, and the 
$1 member ship fee in NATL, as well as any amounts owing to the 
shipper for negligence in the transportation, that is, claims. 

There are today in Florida—1958—131 licenses issued to auto trans- 
portation brokers by the Florida Railroad and Public Utilities Com- 
mission, including those listed on its supplement No. 1. 

It is interesting to note that in the Packer, a fresh fruit and vege- 

table trade public: ation, of March 1, 1958, there was published a news 
release which included the newly elected directors of NATL. 
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There are 21 directors, and I list them here by name: Wilson Horne, 
E. F. Puch, W. P. Ball, Delbert White, Elbert Moore, M. T. Ruke, 
Ellis Hill, Joe Brown, C. A. Buchanan, E. 8. Ballou, Milton Wasser- 
man, A K. Hockaday, George Daniels, Gilbert Ogden, Benny Carter, 
Ralph Hadley, W. J. Doerr, Bill Hargrove, Keith Tyner, Virgil 
Stringfield, and Ralph Agee. 

Of those 21 current directors of NATL, 12 hold 1 or more licenses 
as auto transportation broker. And if I may have the rest of that 
simply copied, because it gives the details of those figures. 

There is one additional statement I should make in connection with 
it, because I there refer to the news item in the Packer. Since that 
Was Bepnnesy I have received a copy of the monthly, March 1958, 
magazine of NATL, called The NATL News. On the front page is 
what is stated inside, was a photograph of the directors. Included 
there is Mr. Wasserman, who I refer to in my prepared statement as 
being the local Orlando manager of Alterman Transport Lines, to 
which I referred earlier. 

Actually, however, on page 9, where there is a report of the NATL 
annual meeting, it does not list Mr. Wasserman at all, but lists Mr. 
Sidney Alterman, president of Alterman Transport Lines in Miami, 
Fla., as being one of those directors. 

Actually, “while some of the licensed truck brokers do own some 
trucks, there is, so far as I can ascertain, out of the 21 directors only 
1 who is a truck operator only. 

It seems to me that it is readily apparent that the interests of 
NATL are primarily for truck brokers, and not that of truck oper- 
ators. Indeed, this is not the first time that Mr. Buchanan has en- 
deavored to promote legislation which he thinks will give to the 
existing auto transportation brokers in Florida a monopoly and tend 
to prevent others from entering the field. 

At the last session of the Florida Legislature, Mr. Buchanan at- 
tempted to procure the passage of an amendment to the Florida auto 
transportation broker law, which would have made it more difficult 
for others to enter that field and provide new additional requirements 
among which was that the applicant for a license must prove that 
public convenience and necessity require issuance of this license. 

Representatives of Florida Fruit and Vegetable Association were 
present at the State Capitol and opposed the amendment. Also, at 
least by implication, Mr. Buchanan represented that the general 
counsel of Florida Railroad and Public Utilities Commission and my 
law firm as counsel for Growers and Shippers League of Florida 
were also sponsoring the legislation. 

We promptly advised the legislative committee that such was not 
the fact, and that on the contrary the Growers and Shippers League 
of Florida joined with Florida Fruit and Vegetable Association in 
opposing the measure. The amendment was not passed. 

In the course of his testimony or statement before this committee, 
Mr. Buchanan sought to leave the impression that shippers had 
foisted upon the motortruck operators iniquitous forms of bills of 
lading with strange and burdensome provisions. It is true that some 
shipper: s require their form of bill of lading; but I do not know of any 
iniquitous or unreasonable provisions. 

I have been for some years on a committee of the International 
Apple Association seeking to develop a uniform bill of lading, suit- 
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able for use throughout the country. There have been differing re- 
quirements for different types of perishable commodities, and, there- 
fore, some differences as to the exact form which the recommended 
exempt carrier bill of lading should take. However, pertinent pro- 
visions, about which there has been no difference, inc lude the followi ing 
which is substantially similar to the railroad uniform bill of lading: 

I set those out in the prepared statement as well as excerpts 
from a form of bill of lading from the Cross-Country Truck Service, 
with whom Mr. Buchanan was formerly employed. Basically and 
primarily, all of them, since the truck broker is the one who brings 
the truck operator and the shipper together, since the truck broker is 
the one that indemnifies the shipper as to the financial responsibility of 
the truck operator, and indemnifies the shipper that that transpor- 
tation contract will be carried out, therefore, the truck broker in 
Florida, at least, is also a party to the contract, by way of that in- 
demnity and reciting that he has brought them together and in that 
sense, is a third party to the agreement. 

The complaints voiced by Mr. Buchanan, and with respect to claim 
settlements, and so forth, disclose a complete lack of understanding on 
his part that the Interstate Commerce Commission has nothing what- 
ever to do with the settlement of claims. For example, with respect to 
railroads, section 20 (11), originally the Carmack Amendment of 1906, 
and every amendment thereto since that time, recognizes the jurisdic- 
tion of the courts over loss and damage claims, and any power there- 
over has consistently been denied to the Commission. 

Any carrier, whether exempt or regulated, whether motor carrier or 
rail, is in exactly the same position, viz: such matters are cognizable in 
the courts; and the unjustified elimination of the exemption now appli- 
sable to haulers of fresh fruits and vegetables would not operate to 
make any change whatsoever in this respect. 

Neither would any of Mr. Buchanan's complaints with respect to a 
few operators not having liability insurance be the fact if the auto- 
transportations brokers were doing their job properly and if they were 
using the form of bill of lading recommended by us. Because in that 
there is a provision that the truck operator that is furnished by the 
broker to the shipper has coverage of public liability for $25,000 for 
1 person, $100,000 for 1 accident, in exactly and identic ally the same 
amounts as the ICC regulations with respect to certificated carriers. 

Furthermore, under Florida law, no motor vehicle can operate on the 
highways of Florida except under the provisions of the Florida Fi- 
nancial Responsibility Law, chapter 324, Florida statutes, the penal. 
ties for violation of which include suspension of license and registration 
for as much as 3 years. 

This salutary provision of Florida law is much more strict than any 
enforcement of insurance provisions against certificated or regulated 
common carriers. I see no reason whatever for the Federal Govern- 
ment to invade the province of the State law as to insurance require- 
ments of motor vehicles on its highways. When a vehicle lawfully 
starts from any point in Florida it is properly insured. 

Generally speaking, the vast majority of the exempt truce ks operating 
from Florida are, I believe, owner-operators. I believe that the invest- 
ment in equipment alone indicates that they are just as safety con- 
scious, if not more so, than many employed drivers whose only interest 
may be in his salary check. 
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I do not know of any adequate statistics showing that exempt drivers 
are more accident prone than other drivers. It must be also remem- 
bered that there is no sound principle stating that a law, that another 
law, shall be obeyed is proper legislation. Substantially the same 
safety regulations, standards of equipment, and hours of service are 
now applicable to exempt carriers, private carriers, and certificated 
carriers alike, 

A further law that such requirements of law must be obeyed would 
add nothing. Regulation of exempt carriers adds nothing to existing 
law in this respec t. 

Too often zealots proposing changes in existing law entirely over- 
look the fact as to what is now the law. Of course, the exemptions or 
exclusions of section 203 (b) of the Motor Carrier Act are subject to 
the fact that the hours of service, and so forth, of section 204 of the act 
apply just as much to them as they do to the regulated carriers, as I set 
forth in the prepared statement. 

I do not intend to note in detail the various statements made by 


Mr. Buchanan, but I should not pass his erroneous representation 
9 
that: 


As an illustration, in Florida most of the citrus fruit is bought on the tree and 
the vegetables are brought in the fields. 

Of course, some fruit is sold by the grower at an “on tree” price, 
and I do not doubt that some vegetables are sold while in the field. 

However, those sales account for only a relatively small portion of 
the entire crop, and even then the price received by the grower is af- 
fected by the laws of supply and demand, the competitive prices of 
packaged fruits and vegetables at shipping point, and the destination 
prices in the consuming markets of the northern population centers— 
in each case the amount of the transportation charges is an important 
factor and of vital concern to the grower who cannot dispose of his 
production except there be adequ: ite, efficient and economical trans- 
portation available. 

Many crops of vegetables are harvested, packed, shipped and sold by 
the growers themselves. Others are so handled by agencies who per- 
form those services for the account of the growers; and of course, we 
cannot ignore the very substantial volume which is packed and sold 
for the growers by cooperative associations and growers’ marketing 
agencies. 

In the case of citrus fruit, of course, the greater portion today is 
utilized as the raw product for the processing of our canned citrus 
products and the popular frozen citrus juice concentrates. Even the 
fruit so utilized for canned and frozen products is not bought on the 
tree for the most part. 

For example, Minute Maid Corp., the largest single producer, ob- 
tains its fresh fruit for the production of frozen citrus juice concen- 
trates from 3 principal sources or in 3 ways; viz, fruit which is pro- 
duced on groves owned by it, fruit bought “on tree,” and fruit sold 
and delivered by the grower at the plant where the fresh fruit is con- 
verted into the frozen ¢ concentrate, 

Approximately 75 percent of the volume of fruit utilized by Min- 
ute Maid is bought by it at its plant. Where fruit is pure hased by it 
“on tree,” the price to the grower at that point is usually about 42 
cents less than the plant- delivered price—the 42 cents representing the 
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cost of picking the fruit and the transportation to the processing 
plant. 

Similarly, the volume of fresh citrus fruit which is sold in fresh 
fruit channels, i. e. at the northern markets, at auction, to the chain- 
stores, or to fruit wholesalers and jobbers, is handled by growers mar- 
ke ting associations such as the Florida Citrus E xchange, | by the grow- 
ers themselves, by agencies packing, shipping and “selling for the 
account of the growers, and by other means. 

However, I do not believe that any experienced grower or shipper 
will contend that the farmer or grower does not have a very definite 
interest in low transportation charges, regardless of the method or 
place of sale by the grower. Indeed, it is my opinion that anyone 
contending to the contrary is simply without knowledge of the facts 
of the situation. 

In conclusion, I sincerely urge that there be no recommendation or 
legislation with respect to the agricultural exemption until after hear- 
ings on 8. 2553 or such substitute bill therefor as may be presented 
with respect to commodities other than fresh fruits and fresh vege- 
tables. 

May I have the statement that was prepared copied in full, Mr. 
Chairman ¢ 

Senator SMaruers. Yes. 

(The complete statement of Mr. Wells is as follows:) 


STATEMENT OF M. W. WELLS, ATTORNEY, FOR GROWERS AND SHIPPERS LEAGUE OF 
FLORIDA AND FLORIDA FRUIT AND VEGETABLE ASSOCIATION 


Mr. Chairman and members of the subcommittee, my name is Maxwell W 
Wells. I am an attorney and a member of the law firm of Maguire, Voorhis 
& Wells, with offices at 135 Wall Street, Orlando, Filia. I have been registered 
as a class A or attorney practitioner before the Interstate Commerce Commission 
since the first registration was authorized by it in 1929. I have appeared before 
that Commission, and before the courts, in numerous proceedings affecting 
transportation of Florida citrus fruits and vegetables since 1926. Except for 
the hearings in He parte 148 during World War II, when I was absent on active 
duty with the Navy, I habe represented Florida fruit and vegetable interests 
in every general revenue proceeding from and including Ex parte 123 in 1937 
down to the present time, Ex parte 210 involving Railway Express rates and 
Ex parte 212 now pending with respect to increased freight rates, as well as 
other rate cases and Ex parte MC—483 the trip-leasing case and MC—C—968 the 
determination of exempt commodity proceeding. 

I am appearing here today as attorney for Growers and Shippers League of 
Florida and Florida Fruit and Vegetable Association. The latter is a nonprofit 
agricultural trade association incorporated under the laws of Florida represent- 
ing fresh vegetables and subtropical fruit growers and shippers, with its prin- 
cipal office at 4401 East Colonial Drive, Orlando, Fla. The former is a voluntary 
nonprofit corporation whose members are growers and shippers of citrus fruits 
and vegetables in and from Florida, with offices at 45 West Central Avenue, 
Orlando, Fla.; it is the transportation agency of Florida Citrus Commission, 
the State body charged with the statutory duty of protecting interests of the 
Florida citrus industry with respect to transportation facilities and transpor- 
tation rates and charges. 

First, the Florida fruit and vegetable industries concur with the many state- 
ments made before your committee on the necessity for a repeal of the tax 
on freight and other transportation charges. We agree that such repeal will 
operate to the benefit of all for-hire carriers, and enable them to compete on a 
more realistic and equal basis with private carriage. We believe that the reduc- 
tion of total transportation charges, by the amount of the tax thereon, will 
permit a greater volume of traffic to move, thereby benefiting the for-hire car- 
riers, the shippers and receivers and the consuming public. We do not agree 
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that the elimination of the tax will result in reduced governmental revenues 
in the same amount; for whatever is added in the way of greater returns to 
the grower and shipper, either from greater volume or the elimination of the 
tax, or both, should increase his net returns from which the Treasury will 
benefit by reason of income taxes thereon. We respectfully urge the early en- 
actment of the amendment to H. R. 7125, which will repeal the transportation 
tax. 

Fruits and vegetables are grown in Florida, principally for sale. Because 
of the huge volume produced, the amounts consumed in Florida are relatively 
insignificant. The major consuming area of our fruits and produce is the 
eastern part of the United States, the great centers of population from Kansas 
City to the eastern seaboard. Consequently, our major agricultural industries, 
fruits, and vegetables, cannot exist or expand without adequate, efficient and 
economical transportation. We use all modes of transportation. Prior to 
World War II, there was an extensive movement of citrus fruit from Florida 
by water to the North Atlantict ports. During the war, the ships ceased op- 
erating in the coastal trade, and following the war their operating costs had 
increased to such an extent that they attempted to force the rail rates up for 
the protection of the ships. We defeated that atempt in hearings before the 
Interstate Commerce Commission. Since World War II there has been very 
little, if any, fresh fruits or vegetables moving by water except for export. 

Today, therefore, the transportation system utilized for the interstate move- 
ment of fresh fruits and vegetables out of Florida include: (1) The railroads, 

2) the motor common carriers (to a limited extent except as they operate 
vehicles hauling only agricultural commodities and consequently exempt from 
rate regulation under section 203 (b) (6) of the Interstate Commerce Act), 
(3) for hire motor carriers devoted exclusively to transporting agricultural com- 
modities, and (4) private trucks, and (5) Railway Express for direct-to-con- 
sumer shipments. All of these methods or forms of transportation are essential, 
and not only provide for our deliveries to the principal consuming areas of this 
country and Canada but also furnish a comfortable source of transportation 
equipment and organization for national defense or for use in case of other 
national emergency. 

Since World War II, the rail rates have been the subject of many inquiries or 
investigations by the Interstate Commerce Commission—they have fluctuated 
up and down, mostly up. The formal proceedings before the Commission— 
Ex parte Nos. 148, 162, 163, 166, 168, 169, 175, 177, 185, 196, 206, 210, 212 
have involved attempts to increase substantially the rail and express transporta- 
tion charges. Generally, after hearings at which the shippers produced evidence, 
the full amount of the proposed increases have been denied by the Commission, 
and in some instances no increase has been permitted. The simple statement 
of the large number of these proceedings and the undisputed fact that when the 
shipping public was given an opportunity to be heard and all the evidence was 
in, the rail proposals were found not lawful in their entirety, indicates clearly 
the continued need for laws and procedures which will provide some protection 
against unlawful increases proposed by the rail carriers. 

We cannot, and do not, agree with some of the usually vague and very general 
statements of some rail executives that there should be a deregulation and repeal 
of some of the Interstate Commerce Act so as to return a wider discretion to the 
railroads to do what they please with respect to freight rates and express 
charges. We believe that the flexibility and adaptability of the administrative 
procedures and discretion now vested in the Commission provides adequate 
protection to the railroads, and that this phase of the problem is one addressed 
to the quality of Commission administration and not to legislative needs. It 
is apparent that today the quality of Commission action is as high as it ever 
has been, of which I feel sure this committee is aware. 

I believe in permitting the railroads to adjust their rates freely to meet the 
modern competitive conditions, subject to the supervision and control of the 
Commission as to whether the rates conform to the standards of the Interstate 
Commerce Act. I do not believe that the rates of one carrier should be made 
on the basis of the costs of a different type of carrier, but that the inherent 
advantages of each should he preserved and available to the shipping public. 
For example, in the attempt of the waterlines in 1946 or 1947 to force the 
rail rates up, that was an effort to make rail rates on the basis of waterline 
costs. The present act itself does not approve such attempt, various sections, 
including section 15a the Rule of Rate Making for Railroads, specifically re- 
ferring to the “carrier or carriers for which the rates are prescribed.” Within 
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the past year, we have had admirable examples of the present attitude of the 
Comnnission, in allowing the rail carriers to make rail rates for the benefit of 
the rail carriers. In the 1957 reductions of certain rail rates on citrus fruit 
and vegetables from Florida, the Commission permitted those to become effective 
without suspension—they being made to enable the railroads to meet motortruck 
competition, to obtain a greater volume of traffic, and to benefit by additional rail 
revenue thereform. 

There is a major complaint of the railroads with which we agree—that they 
are currently being deprived of full benefits from technological improvements and 
advantages by restrictive outmoded labor policies. I do not know precisely 
what, if any, legislation is needed in this respect, and it may be that it is a prob- 
lem of such great magnitude that only time can furnish the equitable solution. 
It seems certain, however, that rail management should enjoy greater freedom 
in making its own determinations with respect to many of these matters now 
seemingly controlled by labor. 

I do not understand that the purpose of this hearing is to determine what shall 
be done with S. 2553; and when hearings are assigned on it or on a substitute 
bill embodying its basic principles, additional time before your committee will 
then be requested to present the views thereon of the Florida citrus industry 
and of the Florida vegetable industry. 

Because of a statement presented to your committee on February 18, 1958, 
by Mr. C. A. Buchanan, of Tavares, Fla., as to a very surprising and revolution- 
ary proposal that the agricultural exemption of section 203 (b) (6) be repealed, 
I believe it appropriate here to comment briefly thereon. 

Mr. Buchanan stated that he is executive secretary of National Agricultural 
Transportation League, of Tavares, Fla., that it “is composed principally of motor 
carriers of exempt commodities,” that he adopted Florida as his home 5 years 
ago, and he purported to speak not only for what he said were the 4,500 mem- 
bers of NATL, but seemingly for all of the exempt truckers; and he said that 
the official action of NATL was that the agricultural exemption be eliminated 
and that the exempt trucks should move volunarily into a regulated status. 

We are cerain that he was incorrect when he said, “I am making these ad- 
missions for the exempt trucking industry generally.” We do not believe that 
he has authority even to speak for his own members, and doubt seriously whether 
any substantial portion, let alone a majority, of the exempt truckers would sup- 
port the position stated by him. He certainly does not speak for the Florida 
citrus and vegetable industries, for we emphatically desire the continuance of the 
exemption of section 203 (b) (6) of the trucks hauling our fresh commodities 
from Florida. 

Mr. Buchanan appeared to claim, among other things, that exempt trucking 
was not profitable. The figures themselves speak affirmatively to the contrary. 
I am listing here in the prepared statement the comparative figures for the 
rail and motortruck movement out of Florida of fruits and vegetables, for the 
past 11 seasons, all since the close of World War II. The unit is the carload for 
rail and the equivalent carlot (or substantially the same number of boxes) for 
truck movement. The figures are taken from official sources, i. e., the Florida 
State Marketing Bureau who publishes the statistics in cooperation with the 
United States Department of Agriculture; and they show the healthy expansion 
in the exempt trucking industry from Florida during this entire period of time. 


Comparative rail carloads and truck carlots of fruits and vegetables moving from 
Florida in interstate commerce 


Season Rail Truck Total | Rail pereent | Truck 
percent 


1946-47... : 105, 721 | 31, 992 | 138, 7 
1947-48 * 100, 058 | 46, 146 | 146, 205 
1948-49. _ __ ; 101, 845 80, 930 182, 778 
1949-50 . sia 78, OGL | 79, 381 157, 442 
1950-51 iacnigs 98, 833 84, 254 | 183, O87 | 
1951-52 111, 459 106, 1: 217, 590 
1952-53 98, 377 109, 773 208, 149 
1953-54 100, 160 | 123, 7: 223, 880 
1954-55 0 Then welt ; | 96, 214 | 139, 22 235, 434 | 
1955-56 : } 89, 966 144, § 234, 840 
1956-57 6 Set Leah Souaes 67, 712 | 145, 92 213, 632 


23. 
31. 
44. 
50. 
46. 
48. 
52. 
55. 
59. 
61. 
68. 
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There could not have been the great expansion of the number of trucks hauling 
Florida fruits and vegetables except that the truck operations have been very 
profitable. Furthermore, many of the owners and operators of the large cer- 
tificated motor common carriers in Florida at the present time began operations 
initially in the hauling of Florida fresh fruits and vegetables. They prospered 
then and have expanded to substantial operations today. 

As a concrete illustration, Mr. Sidney Alterman, president of Alterman Trans- 
port Lines, one of the large certificated motor common carriers engaged in 
transporting frozen citrus concentrate from Florida today, testified as follows 
before the Interstate Commerce Commission in Ex Parte MC—43, the trip leasing 
case in the following words: 

“The testimony which I would like to offer in this proceeding is based upon 1 
years’ experience in the motor carrier industry. I have operated under several 
different classifications, having started out as a driver of my own truck, trans- 
porting so-called exempt commodities from Florida to various points in the 
United States.” 

It is important to note that since World War II, as shown by the statistics 
to which I have referred, the truck movement of fresh fruits and vegetables 
out of Florida in the last complete season, 1956-57, was nearly five times the 
volume of 1946-47, 31,992 to 145,920, although the total interstate movement 
from Florida increased in the same period only from 138,713 to 213,632, or not 
quite twice by both rail and truck. Only once in the postwar period has the 
relative portion by motor truck decreased percentagewise in any season under 
the immediately preceding season, viz: 1950-51 under 1949-50. It is significant 
to know that in the 1950-51 season the railroads had made substantial reduc- 
tions in the rail rates on citrus fruits by rail from Florida to major consuming 
areas in the United States, thereby increasing the rail movement from 78,061 
to 98,833 or from 49.5 to 53.9 percent. In the succeeding years, the rail rates 
increased generally, and correspondingly the relative movement by motortruck 
increased. 

The motortruck rates are competitive rates, governed by the universal law 
of supply and demand. When the rate advantage is to the trucks below rail 
rates, there is increasing movement by truck. When the rail rates are com- 
petitive with truck rates, the movement by rail tends to increase. When both 
rail and truck rates are too far above the cost of rendering the service, the 
privately operated trucks begin to increase. The competitive rate situation has 
been belatedly recognized in the past year by the railroads, who in 1957 made 
substantial reductions in rail rates on fresh fruits and fresh vegetables from 
Florida, and in the last general increase case Ex Parte 212 did not propose to 
increase either the citrus fruit rates nor the Florida carload vegetable rates— 
the general trend however since 1946 having been upward and upward, until 
the past year. Even though Mr. Buchanan complained of the 1957 reductions 
in rail rates, the fact is that it is the judgment of rail officials and it is definitely 
my opinion also that the present rates, which are competitive with truck rates, 
furnish additional net income to the railroads, and are above what are techni- 
cally known as compensatory rates. 

It is our belief that over the years there has been a remarkable uniformity 
in the rates charged by the motortruck operators for transporting fresh fruits 
and vegetables out of Florida. That there is some fluctuation is understandable, 
and desirable—for that reflects the inexorable results of the law of supply and 
demand. Competition between the truck operators and between them and the 
railroads necessarily operates to keep the competitive rates in line. When there 
is an oversupply of trucks, then obviously the competitive bidding by the truck 
operators means that rates are lower; and conversely when there is a short 
supply of trucks, the operators are never slow to demand and receive more 
for the relatively scarce transportation facilities. Mr. Buchanan referred to 
his claim that “today they (the truck rates) are anything but” uniform. It 
would be surprising if they were, for today, in the current disastrous season, 
the growers have sustained tremendous losses from the weather, both freezes 
and floods, the volume available for transportation has been a small percentage 
of normal, and consequently the supply of transportation, both rail and trucks, 
has been greater than the movement. 

Whatever may be the real situation then today in the face of this drastically 
reduced volume as to the level of the current truck rates, two facts are clear: 
first, if there be 2 trucks available for 1 load, the 1 operator having the lower 
rate for transportation undoubtedly will get the load—he is not compelled to 
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take it, the option is his and the competitive bid is one voluntarily made by him ; 
and, secondly, no lawmaking power on the face of the earth can overcome the 
weather and furnish loads for the normal number of trucks( and railroads) to 
transport. 

Mr. Buchanan purported to speak on behalf of the exempt truckers. If his 
revolutionary proposal should become law, so that the agricultural hauler is 
regulated as to authority, route, schedules, and rates, then Mr. Buchanan would 
no longer have any members in NATL—for, as he emphasized, “The league 
is composed principally of motor carriers of exempt commodities.” 

In the beginning, when the objectives and motives of the National Agricultural 
Transportation League were different from those now stated by Mr. Buchanan, 
the Growers and Shippers League of Florida endorsed the principles of such an 
organization. NATL is a nonprofit corporation, whose charter was approved 
by Circuit Judge Frank A. Smith on April 16, 1954, and it is a matter of public 
record in the office of the clerk of the circuit court of Orange County, Fla. In 
that charter it is stated that the general nature of the object of the corporation 
is as follows: 

“To promote in every legal manner the development, operation, maintenance, 
and general welfare of that branch of the transportation system of the United 
States of America which is concerned with the transportation by for-hire motor 
vehicles of loads of property consisting of ordinary livestock, fish (including 
shellfish), or agricultural (including horticultural) commodities (not including 
manufactured products thereof), if such motor vehicles are not used in carrying 
any other property or passengers for compensation.” 

Anyone familiar at all with the language of the Interstate Commerce Act 
respecting exempt haulers of agricultural commodities will recognize immedi- 
ately that the charter of NATL incorporates the language of section 208 (b) (6). 
In other words, the NATL charter does not permit active membership except of 
exempt haulers of agricultural commodities. The qualifications of active mem- 
bers, in substantiaiiy the above-quoted language, is set forth in article III of 
the NATL charter. “Any reputable person in the employ of an active member 
may become an associate member.” Honorary members are those elected as 
such by the board of directors, and their qualifications “shall be the rendering 
of a distinctive service of sufficient importance to the welfare of the corporation 
to justify such election.” 

We doubt very much whether the truck operator members of NATL have 
had any opportunity at all to express their views on Mr. Buchanan’s proposal, 
for it seems clear that the “official action” of NATL is now controlled by auto 
transportation brokers, insurance agents, certificated motor common ¢arriers, and 
sales agencies of motortruck equipment. It is my understanding that the ma- 
jority of the truck operator members of NATL are recruited by brokers, who 
deduct from the freight charges $1 for membership of the truck operator. 

There is an agricultural exemption with respect to regulated transportation 
in the Florida statutes. In 1955, the Florida Legislature enacted into law, with 
the indorsement of Growers and Shippers League of Florida, the auto transpor- 
tation broker law, chapter 29787, acts of 1955. That law required the licensing 
as a broker of any person who sold or offered for sale exempt transportation or 
made any contract of arrangement for procuring such transportation. Certain 
requirements are set forth as to eligibility, and pertinent facts must be set 
forth in a written application in order to obtain a license as an auto transporta- 
tion broker. The initial license fee is $250 and there is an annual renewal fee 
of $100, for each locality from which the broker does business. He must furnish 
a bond. The Florida Railroad and Public Utilities Commission is authorized 
(sec, 323.31 Fla. Stat.) to prescribe reasonable rules and regulations for the pro- 
tection of shippers by motor vehicle to be observed by auto transportation 
brokers. The required bond is for the protection of shippers and shall be “in 
such form and amount as will insure financial responsibility and the supplying of 
authorized transportation in accordance with contracts, agreements, or arrange- 
ments therefor.” 

In practice, the vast majority, in fact nearly all, of the truckloads of Florida 
fruits and vegetables move in trucks for which the transportation is arranged 
by a licensed auto transportation broker. The broker generally furnishes the 
bill of lading, and it is a triparty agreement, i. e., the motor carrier agrees to 
furnish the transportation and the broker indemnifies the shipper against default 
of the carrier in his transportation contract. The broker receives his compen- 
sation (understood to be 7 percent) from the trucker, and handles the finances, 
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i. e., the freight charges are paid to the broker and he disburses it according to 
the specific arrangements, deducting, of course, his commission, and the $1 
membership fee in NATL as well as any amounts owing to the shipper for negli- 
gence in the transportation, i. e., claims. 

There are today in Florida (i. e., 1958) 131 licenses issued to auto transporta- 
tion brokers by the Florida Railroad and Public Utilities Commission (including 
those listed on its supplement No. 1). 

It is interesting to note that in the Packer, a fresh fruit and vegetable trade 
publication, of March 1, 1958, there was published a news release which included 
the newly elected directors of NATL. There are 21 directors: Wilson Horne, 
E. F. Puch, W. P. Ball, Delbert White, Elbert Moore, M. T. Ruke, Ellis Hill, Joe 
Brown, C. A. Buchanan, E. 8. Ballou, Milton Wasserman, A. K. Hockaday, George 
Daniels, Gilbert Ogden, Benny Carter, Ralph Hadley, W. J. Doerr, Bill Hargrove, 
Keith Tyner, Virgil Springfield, and Ralph Agee. 

Of those 21 current directors of NATL, 12 hold 1 or more licenses as auto 
transportation broker. Of the other 9, 1, C. A. Buchanan, was, prior to his em- 
ployment as executive secretary of NATL, an employee of an auto transportation 
broker who now holds 6 licenses. One, Milton Wasserman, is the manager of the 
Orlando Terminal of Alterman Transport Lines., Inc., a certificated common car- 
rier in interstate commerce of frozen foods, and for whom Mr. Frank Hand, the 
attorney appearing at the February 18 hearing with Mr. Buchanan, is and has 
been for several years the commerce counsel appearing in many proceedings fo 
Alterman Transport Lines before the Interstate Commerce Commission 2 ffecting 
motor-carrier rates and motor-carrier authorities or certificates of public con- 
venience and necessity. 

Mr. Ralph Hadley is an insurance agent, he being shown by the latest (1957) 
Orlando City Directory as president of Hadley Agency, Inc., transportation insur- 
ance specialist, 110 East Morse Boulevard, Winter Park. Mr. W. J. Doerr is the 
president of the Orlando branch of Diamond T. Truck Sales and Service, and of 
Florida Trailer & Equipment Co., 103 South Orange Blossom Trail, Orlando. 
Keith Tyner is with Hunt Truck Sales, Tampa. Virgil Stringfield is with Trail- 
mobile, Inc., 1018 Yates Avenue, Orlando, sellers of Trailmobile trailers. Billy 
H. Hargrove is manager of Fruehauf Trailer Co., 200 North Orange Blossom 
Trail, Orlando; Ralph Agee is district manager for Mack trucks in Jacksonville. 
I have no information concerning the background or special interest of Benny 
Carter except that the March 1958 issue of NATL News states he is “a trucker 
with Key and Carter in Lakeland.” 

The 12 directors who are auto transportation brokers are: 


Wilson Horne, license No. 63: W. W. Horne Truck Brokerage Co., Inc., Sanford 

EK. F. Puch, license No. 70, Orlando 

W. P. Ball, license No. 54: Ball Bros. Trucking Co., Sanford 

Delbert White, licenses Nos. 86, 87, 88, and 89: White’s Trucking Service, Ine., 
Miami, Fort Pierce, Tampa, and Pompano Beach 

Elbert Moore, licenses Nos. 112, 113, 114, 115, and 116: Elbert Moore Truck 
Brokers, Inc., Tampa, Palmetto, Immokalee, Pompano Beach, and Homestead 

M. T. Ruke, licenses Nos. 71, 72, and 73: M. T. Ruke, doing business as M. T. Ruke 
Truck Broker, Immokalee, Wauchula, and Fort Myers. 

Ellis Hill, license No. 60: Hill & Serdynski, Lakeland 

Joe Brown, licenses Nos. 127, 128, and 129: J. W. Brown, doing business as J. W. 
Brown Brokerage, Pompano Beach, Gainesville, and Pahokee 

E. S. Ballou, licenses Nos. 28, 29, 30, 31, 32, and 33: Cross Country Truck Service, 
Leesburg, Orlando, Hastings, Lakeland, Belle Glade and Miami. 

A. K. Hockaday license No. 2: A. K. Hockaday, doing business as Hockaday 
Brokerage Co., Fort Pierce 

George Daniels, license No. 58: George Daniels, Inc., Winter Garden 

Gilbert Ogden, license No. 96: Ogden Trucking Co., Naranja. 


It seems to me that it is readily apparent that the interests of NATL are 
primarily for truck brokers, and not that of truck operators. Indeed, this is 
not the first time that Mr. Buchanan has endeavored to promote legislation which 
he thinks will give to the existing auto transportation brokers in Florida a 
monopoly and tend to prevent others from entering the field. At the last ses- 
sion of the Florida Legislature, Mr. Buchanan attempted to procure the passage 
of an amendment to the Florida auto transportation broker law, which would 
have made it more difficult for others to enter that field, and provide new addi- 
tional requirements among which was that the applicant for a license must “prove 
that public convenience and necessity require issuance of this license.” Repre- 
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sentatives of Florida Fruit and Vegetable Association were present at the State 
capitol and opposed the amendment. Also, at least by implication, Mr. Buchanan 
represented that the general counsel of Florida Railroad and Public Utilities 
Commission and my law firm as counsel for Growers and Shippers League of 
Florida were also sponsoring the legislation. We promptly advised the legis- 
lative committee that such was not the fact, and that on the contrary the Growers 
and Shippers League of Florida joined with Florida Fruit and Vegetable Associ- 
ation in opposing the measure. The amendment was not passed. 

In the course of his testimony or statement before this committee, Mr. Bu- 
chanan sought to leave the impression that shippers had foisted upon the motor- 
truck operators iniquitous forms of bills of lading with strange and burdensome 
provisions. It is true that some shippers require their form of bill of lading; 
but I do not know of any iniquitous or unreasonable provisions. I have been for 
some years on a committee of the International Apple Association seeking to 
develop a uniform form of bill of lading, suitable for use throughout the country. 
There have been differing requirements for different types of perishable com- 
modities, and therefore some differences as to the exact form which the ree- 
ommended exempt carrier bill of lading should take. However, pertinent provi- 
sions, about which there has been no difference, include the following which is 
substantially similar to the railroad uniform bill of lading: 

“Received from the shipper named herein, the property described below, in 
apparent good order and conditions, except as noted below, marked, consigned 
and destined as indicated below, * * *.” 

It then indicated that an agreement has been “arranged by the truck broker 
named herein” and that the “terms and conditions of this contract printed on the 
face and back hereof, which are hereby agreed to by the truck company, the 
shipper, and the truck broker.” 

Among the “contract terms and conditions” are: 

“1. Where used in this bill of lading, the term ‘truck company’ is understood to 
mean * * * The truck company hereby assumes full responsibility as a com- 
mon carrier for any and all loss, damage, or delay to said property while in its 
possession and until delivery to consignee at said destination except when 
caused by an act of God, of act of public enemy or by an act or omission of the 
shipper or consignee. * * * 

“5. The truck company hereby warrants and represents to said shipper and 
consignee, or other owner of said shipment that the motor vehicle described here- 
in is covered by a valid effective insurance policy as shown herein, in at least the 
amounts of $25,000 for bodily injury to any one person: $100,00 for bodily in- 
juries in any one accident; and $10,000 for property damage. It is further rep- 
resented that this shipment is covered by a presently effective cargo insurance 
policy in at least the amount of $5,000 and that additional coverage will be ob- 
tained to cover the actual value of said shipment if the shipper states such value 
on the face hereof. The truck company further represents that it carries work- 
men’s compensation insurance on all of its drivers.” 

“7. All parties hereto acknowledge that the truck broker, for compensation 
received from the truck company, has acted solely as a broker in this trans- 
action, bringing together the shipper and the truck company, and is not the 
employer, employee, principal or agent of the truck company. It is further 
acknowledged that the shipper has relied on the truck broker in securing ade- 
quate and satisfactory transportation services, and that the truck broker agrees 
to indemnify the shipper or other owners of the property transported from any 
loss due to the truck company’s negligence, act of omission or any other failure 
to fully perform and comply with the terms of this agreement.” 

The form of bill of lading or “transportation agreement” provided by Cross 
Country Truck Service, Inc., the former truck broker employer of Mr. Buchanan, 
provides: “Received at __---_~-- sak MRI scot osesnecceenn shipper, the property described 
below, in apparent good condition, and agrees to transport same, in accordance 
with terms and conditions printed upon reverse hereof,” ete., and also: 

“The following terms and conditions are agreed upon by the trucker with the 
shipper, owner and consignee designated on the reverse side hereof and also with 
Cross-Country Truck Service, Inc., as the broker, and shall be equally enforce- 
able by either or any of the parties: 

“1. Trucker agrees as follows: (a) As a condition precedent to payment of 
freight charges, trucker will safely transport and deliver, in good condition, to 
consignee at destination, the property described on the reverse hereof, all with- 
out unusual delay from any cause; (b) Trucker shall be liable for all loss and 
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damage occasioned said property, * * * (f) Trucker grants to broker, at brok- 
er’s option, the right to settle and pay all claims of the shipper * * *. 

“2. Trucker grants to broker the right to collect the agreed transportation 
charges in trucker’s behalf and broker shall remit such payment to trucker after 
deduction of broker’s usual commission and other charges upon presentation of 
original copy of this agreement, properly receipted by consignee; provided, how- 
ever, that broker shall always be entitled to payment of its said commission 
and charges and trucker shall not be entitled to payment of said transportation 
charges until all claims with respect to the property being transpored shall have 
been fully settled and satisfied.” 


The complaints voiced by Mr. Buchanan with respect to claim settlements, 
ete., disclose a complete lack of understanding on his part that the Interstate 
Commerce Commission has nothing whatever to do with the settlement of claims. 
For example, with respect to railroads, section 20 (11), originally the Carmack 
amendment of 1906, and every amendment thereto since that time, recognizes the 
jurisdiction of the courts over loss and damage claims and any power thereover 
has consistently been denied to the Commission. Any carrier, whether exempt 
or regulated, whether motor carrier or rail, is in exactly the same position, viz: 
Such matters are cognizable in the courts; and the unjustified elimination of the 
exemption now applicable to haulers of fresh fruits and vegetables would not 
operate to make any change whatsoever in this respect. 

Neither would any of Mr. Buchanan’s complaints with respect to a few oper- 
ators not having liability insurance be the fact if the auto transportation brokers 
were doing their job properly and if they were using the form of bill of lading. 
Furthermore, under Florida law no motor vehicle can operate on the highways 
of Florida except under the provisions of the Florida financial responsibility law, 
chapter 324 Florida Statutes, the penalties for violation of which include suspen- 
sion of license and registration for as much as 3 years. This salutary provision 
of Florida law is much more strict than any enforcement of insurance provisions 
against certificated or regulated common carriers. I see no reason whatever for 
the Federal Government to invade the province of the State law as to insurance 
requirements of motor vehicles on its highways. When a vehicle lawfully starts 
from any point in Florida, it is properly insured. 

Generally speaking, the vast majority of the exempt trucks operating from 
Florida are, I believe, owner-operators. I believe that the investment in equip- 
ment alone indicates that they are just as safety conscious, if not more so, than 
many employed drivers whose only interest may be in his salary check. I do 
not know of any adequate statistics showing that exempt drivers are more 
accident prone than other drivers. It must be also remembered that there is no 
sound principle stating that a law that another law shall be obeyed is proper 
legislation. Substantially the same safety regulations, standards of equipment, 
and hours of service are now applicable to exempt carriers, private carriers and 
certificated carriers alike. A further law that such requirements of law must 
be obeyed would add nothing. Regulation of exempt carriers adds nothing to 
existing law in this respect. 

Too often zealots proposing changes in existing law entirely overlook the 
fact as to what is now the law. Of course, the exemptions or exclusions of 
section 203 (b) of the motor carrier act (Interstate Commerce Act) expressly 
provides: 

“(b) Nothing in this part, except the provisions of section 204 relative to qual- 
ifications and maximum hours of service of employees and safety of operation 
or standards of equipment shall be construed to include (1) motor vehicles” 
¢ + * ete. 

Section 204, of course, is the one which authorizes the Commission to “estab- 
lish reasonable requirements” for common and contract carriers by motor vehicle 
with respect to “qualifications and maximum hours of service of employees, and 
safety of operation and equipment,” and for “private carriers of property by 
motor vehicle, if need therefor is found, reasonable requirements to promote 
safety of operation, and to that end prescribe qualifications and maximum hours 
of service of employees, and standards of equipment.” 

I do not intend to note in detail the various statements made by Mr. Bu- 
chanan, but I should not pass his erroneous representation that: “as an illus- 
tration, in Florida most of the citrus fruit is bought on the tree and the vege- 
tables are bought in the fields.” Of course, some fruit is sold by the owner at 
an “on tree” price, and I do not doubt that some vegetables are sold while in 
the field. However, those sales account for only a relatively small portion of 
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the entire crop, and even then the price received by the grower is affected by the 
laws of supply and demand, the competitive prices of packaged fruits and vege- 
tables at shipping point, and the destination prices in the consuming markets 
of the northern population centers—in each case the amount of the transporta- 
tion charges is an imporant factor and of vital concern to the grower who cannot 
dispose of his production except there be adequate, efficient and economical 
transportation available. 

Many crops of vegetables are harvested, packed, shipped and sold by the 
growers themselves. Others are so handled by agencies who perform those 
services for the account of the growers; and of course we cannot ignore the 
very substantial volume which is packed and sold for the growers by cooperative 
associations and growers marketing agencies. 

In the case of citrus fruit, of course, the greater portion today is utilized as 
the raw product for the processing of our canned citrus products and the popular 
frozen citrus juice concentrates. Even the fruit so utilized for canned and frozen 
products is not bought on the tree for the most part. For example, Minute Maid 
Corp. obtains its fresh fruit for the production of frozen citrus juice concentrates 
from three principal sources or in three ways, viz: fruit which it produced on 
groves owned by it, fruit bought “on tree,” and fruit sold and delivered by the 
grower at the plant where the fresh fruit is converted into the frozen concentrate. 
Approximately 75 percent of the volume of fruit utilized by Minute Maid is 
bought by it at its plant. Where fruit is purchased by it “on tree,” the price to 
the grower at that point is usually about 42 cents less than the plant-delivered 
price—the 42 cents representing the cost of picking the fruit and the transpor- 
tation to the processing plant. 

Similarly, the volume of fresh citrus fruits which is sold in fresh-fruit chan- 
nels, i. e. at the northern markets, at auction, to the chain stores, or to fruit 
wholesalers and jobbers, is handled by growers cooperative marketing associa- 
tions such as the Florida Citrus Exchange, by the growers themselves, by agen- 
cies packing, shipping and selling for the account of the growers, and by other 
means. However, I do not believ e that any experienced grower or shipper will 
contend that the “farmer” or “grower” does not have a very definite interest in 
low-transportation charges, regardless of the method or place of sale by the 
grower. Indeed, it is my opinion that anyone contending to the contrary is 
simply without knowledge of the facts of the situation. 

In conclusion, I sincerely urge that there be no recommendation or legis- 
lation with respect to the agricultural exemption until after hearings on S. 
2553 or such substitute bill therefor as may be presented with respect to com- 
modities other than fresh fruits and fresh vegetables. 


Mr. Wetis. I would like to add two other points. In my judg- 
ment the owner-operator of the trucks handling the exempt com- 
modity, or the exempt trucks handling the agric ultural commodities 
could not possibly exist under a regulatory ‘act. They do not have 
the facilities for maintaining records, reports, tariffs, tariff changes, 
nor do they have the funds to participate in lengthy hearings and 
hire lawyers to participate with respect to authority or with respect 
to the rate changes. 

Secondly, I don’t think, with the history that you are certainly 
familiar with, since the Motor Carrier Act of 1935, that the Inter- 
state Commerce Commission could possibly administer the law with 
respect to the great additional volume of exempt trucks if you should 
bring it under 1 regulation and a guess—and it would have to be that— 
is that it would require 5 to 10 times more personnel in the Commis- 
sion than they have at the present time. 

So that I respectfully submit on behalf of the—in the interest of 
the trucks, they can’t live under it, and in behalf of the Government 
expenditure of funds for the Commission, they can’t handle it, unless 
you appropriated a great deal more money than you do at the pres- 
ent time. 

That concludes my statement, Mr. Chairman. I shall be happy 
to answer any questions. 
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Senator Smaruers. Thank you very much, Mr. Wells. 

Senator Purtell ? 

Senator Purretu. I am sorry I had to attend another meeting and 
I am not in a position to ask any questions. I shall read your testi- 
mony, however. 

Senator Smaruers. May I say on behalf of the Senators who are 
absent, as all of you know, unfortunately we all belong to other com- 
mittees. For example, in my own case there are three committees to 
which I belong that today all have meetings at the same time, the 
Financial Taxation Committee, writing up the very important tax 
bill; the Small Business Committee, approving a small business re- 
port. And, of course, these hearings are going on at the same time. 

So my situation is indicative of the other Senators and I don’t want 
anyone to think that because they are not here they are not interested. 
They are interested and we are trying to do the best we can. That 
leads me to make this statement. 

Mr. Wells, you are the second witness which has asked that we have 
subsequent hearings on the agricultural exemption. Very frankly, 
because we don’t have a great deal of time, it is my hope and my 
belief and certainly the committee’s intention to do what they can. If 
we can, we may enter into an agreement on the rewriting of the agri- 
cultural exemption, now, at the conclusion of these open hearings, 
because we are not going to have time to sit down again at the end ‘of 
this session and go through a long and laborious hearing as to how we 
ought to take care of the agric ultural exemption, if at all. 

So if anybody has anything to say about the agricultural exemp- 
tion, I repeat this again—I have already done it one ce—the time to say 
it is now, not later, because we hope that out of these hearings we will 
be able to maybe make some amendment. 

I don’t know that we can. It may be that the will of the committee 
is such that we can’t agree on any change whatever. But certainly it 
is going to be brought 1 up in our ‘executive session and certainly there 

vill be some effort made to change it. 

Mr. Wetus. Mr. Chairman, in view of that statement, I have no 
personal objection to stating here the position of the Florida citrus 
industry. I am not author ized to speak in behalf of the Florida Fruit 
& Vegetable Association in that reg: ard. 

In general, my thought was that since that was a separate bill al- 
ready “introduced in the Senate that there would be a separate hearing. 
That is the reason I presented itas I have. I appreciate the situ: ition 
as you have expressed it. 

So far as the Florida citrus industry is concerned, our position, you 
might say, can be summarized in these words: F irst, we emphatically 
urge the retention of the exemption as it now is, so far as the fresh 
fruits and fresh vegetables are concerned. 

Secondly, insofar as the other citrus products, canned citrus fruit, 
frozen citrus juice concentrate, that category, we do not want that to 
be legislated or construed into the exemption. I hope I have made 
my self clear here. 

Senator Smaruers. You mean by that you don’t believe that frozen 
products and canned products should be included in the agricultural 
exemption ? 
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Mr. Wetxs. That is our position. And when I say that is our posi- 
tion, Mr. Chairman, I am sure that you recognize and the committee 
does, that our interest in canned products and in frozen products is 
with respect to our citrus products. 

Senator Smatuers. Right. 

Mr. Wetts. Now, I might say this, which—I am not speaking for 
the canned goods industry as a whole—but it is my impression that 
the canned goods industry, from what I have heard, is not desirous of 
having their tr ansportation exempted from regulation, unless the 
frozen food products continue under the line of court decisions with 
which I know you are familiar. 

And in that instance, from a competitive standpoint, they say: Let 
us be in the same position. Now you appreciate, I am not speaking 
for the canned goods industry, but that is my understanding of the 
views of at least some of them. 

Senator Smarners. Regarding Senate bill 2553 to which you have 
made reference, do you generally agree with the language of that 
bill? 

Mr. Wetis. Mr. Chairman, I agree with the language of it insofar 
as it affects Florida’s transportation. I must say in all fairness that 
there are some other portions that when it was presented to you for 
introduction, we stated that there would be further consider ation, 
and that was a starter for a consideration of the matter, in which both 
the ATA, and the AAR, and ourselves, and others, were very vitally 
concerned. 

My personal view is that there is not much rhyme or reason to 
putting nuts in one category and peanuts in another category. Inso- 
far as those particular things are concerned, it seems to me, and I 
am speaking personally, it seems to me that the agricultural exemp- 
tion with the rollback as to the frozen foods probably would cover the 
situation. 

That isn’t going to satisfy everybody, but I don’t believe you can 
satisfy ever ybody. 

Senator SmarueErs. I would like to say to those people who are 
standing back there, that if you would be real quiet and want to 
come up and get any of these chairs and sit here, it would be per- 
fectly all right with us. 

Mr. Wells, is it your view that the agricultural exemption, when it 
was adopted in 1 135, is it your opinion that at the time that it was 
adopted it was intended by the Congress to provide for this fluidity 
of transportation which was so essential to what we might call per- 
ishable agricultural items and that was the basic reason why the agri- 
cultural exemption was written into the Transportation Act ? 

Mr. Weits. Basically, that is my view, but I don’t want to have it 
qualified that I am saying that other agricultural commodities, such 
as livestock, that don’t normally come within the concept of perish- 
able concepts, I think it was Congress’ intention that they should be 
exempt likewise for the same general reasons. 

Senator Smaruers. Whomever it is talking out there, we would 
appreciate some quiet. 

Mr. Wetts. May I say one other thing about that? I don’t believe 
personally that it was the intention of Congress to restrict the ex- 
emption, such as was recommended in the Commission’s bill, that is 
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the first point or processing, first point of sale concept. That is utterly 
ridiculous and cannot possibly work in practice. 

For example, in a packinghouse in Florida, take citrus fruit, some 
of it comes in and it is the growers’ fruit that is handled by the pack- 
inghouse for his account. Other fruit may be processed at the same 
time, that is, washed and polished and graded and so on, and packed; 
that has been bought by the packinghouse. 

How in the name of commonsense can anyone segregate that and 
determine which is entitled to move in one type of truck and which 
moves in the other ? 

You would simply be hamstringing the practical operation if you 
attempted any such thing. And we just simply couldn't live under the 
form of bill that the Commission submitted in its recommendation, I 
believe of 1956. 

Senator Smatuers. But you do agree that by reason of some of these 
court decisions that the agricultural exemption has been extended, 
maybe not far beyond, but certainly beyond its original intention ¢ 

Mr. Wetts. There are two schools of thought about that. I think 
I agree with you, but of course since the courts have ruled, why, their 
determination that that was the intention I think would be controlling 
in the absence of further legislation. 

Now, we have never contended insofar as our canned citrus products 
or frozen citrus concentrate is concerned, we don’t think that there 
is any decision as yet that would say that they were exempt under the 
present law. 

Senator SmaTuHers. All right, sir. 

Let me ask you just two or three other questions before you leave, 
because I am interested in your testimony. 

Do you think that from the information you have with respect to 
the condition of the railroads that the Congress would be justified in 
setting up such an agency similar, we will say, to the Reconstruction 
Finance Corporation, for the purposes of giving to the railroads and 
other modes of transportation a source from which they might be 
able to borrow money? That is, if it could be established that they 
could not borrow money from any other lending or banking institu- 
tion at the present time ? 

Mr. Weuts. Mr. Chairman, I have not given that particular phase 
a great deal of study, but it seems to me today the problem of the 
railroads is not so much capital financing as it is operating expenses on 
a reduced volume below what their plant is equipped to handle. 

Now, in saying that, I don’t see any direct connection between the 
ability to finance capital expenditures, for example, and ability to 
continue operating. 

It may come, if there is a long enough period that net income is so 
low that they require other methods of financing. 

Senator Smarners. Let me ask you this hypothetical question: If it 
were your conclusion from testimony that unless some source of 
financing were made available to, particularly, the eastern railroads 
that it might result in bankruptcy of one or more of those railroads in 
the very near future—if you were convinced of that, would it be your 
opinion, then, that there should be some financial institution, or finan- 
cial source made available to them which either could guarantee loans 
or make loans to these railroads? 
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Mr. Wetts. On the spur of the moment I would say definitely yes, 
Mr. Chairman, because the railroads, of course, furnish the greatest 
mass transportation facility in the whole country. 

It is the only one of the carriers that is equipped to handle defense 
movements in the volume that we knew it, as an illustration, in World 
War II. 

I am not saying that the motor trucks didn’t contribute their share. 
But I am saying, insofar as the big volume is concerned, you can’t 
have an adequate defense transportation system without healthy op- 
erating railroads. 

Senator Smarter. All right. 

Thank you, very much. 


(Following is a statement requested to be inserted in these hearings 
J 


by Sen: itor Lyndon Johnson of Texas. ) 


STATEMENT OF E. W. MORRISON, PRESIDENT OF THE Morrison MILLING Co., 
DENTON, TEx., MAILED TO THE SECRETARY OF THE TRANSPORTATION AND COM- 
MUNICATION SUBCOMMITTEE OF THE SENATE COMMITTEE ON INTERSTATE AND 
FOREIGN COMMERCE To BE FILED FOR THE RECORD IN Support oF 8S. 1689, 
May 1, 1958 


My name is Edward Walter Morrison. I have worked continuously in flour 
milling since January 1912. I have had long experience and broad responsibili- 
ties in management and sales for both large and small mills. I am not a law- 
yer. I am the organizer, president, and principal owner of the Morrison Milling 
Co., Denton, Tex. The Morrison Milling Co. is small business. It was chartered 
May 29, 1936. It owns and operates in Denton, Tex., a flour mill of 1,440 hun- 
dredweight daily capacity, a corn mill of 350 hundredweight daily capacity, a 
small feed mill, and grain storage of 1,060,000 bushels total capacity. Seventy- 
four percent of its capital stock is owned by the Morrison family. At book 
value, the Morrison family has invested therein approximately $440,000, or about 
three-fourths of total family resources. 

The Morrison Milling Co. operates in interstate commerce. It supports S. 
1689 because its business life and the investment of its stockholders is threatened 
with destruction by the upward impact on the cost of raw material, and the dis- 
location of its competitive position with respect to domestic and export flour 
markets occasioned by the greatly reduced and variable rates, charged by un- 
regulated truckers for the transport of wheat from Oklahoma-Texas origins to 
the gulf, and by the railroads’ actions in meeting truck rates whereby reduced 
rates are applied to wheat but not to products of wheat 

Flour mills are widely scattered throughout the United States. Most States 
domicile one or more flour mills. The States which produce wheat on a commer- 
cial scale usually have located therein several flour milling plants. 

The flour milling industry has been built up along the railroads, who were 
relied upon to carry wheat to the mill and products from the mill, on a basis of 
through rates from points of origin to points of consumption, based on in-transit 
milling and storage privileges. Flour mills therefore have been located at points 
which gave the miller wide areas from which to draw wheat supplies, and broad 
market areas in which to sell his products. Wheat rate structures have been so 
built throughout the years that definite relationships between origin of wheat, 
milling centers, and points of consumption have been historically established and 
maintained. East of the Rocky Mountains wheat and wheat products move gen- 
erally in an eastwardly or southwardly direction, and west of the Rocky Moun- 
tains the movement is generally westwardly toward the centers of population for 
consumption, and the ports for export. 

The general movement of wheat and wheat products is from point of origin 
through the milling location to the point of consumption of the products, and 
historically the rates on wheat and flour have been one and the same in cents 
per heundredweight. 

When by congressional action in 1949, there was exempted from ICC control 
the movement of agricultural products by motor truck, immediately there began 
growing an unregulated trucking industry participated in on a part-time or full- 
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time basis by many truckowners who engaged largely in the transport of wheat 
from points of origin to the best attainable markets. 

Being wholly unregulated, the many truck owners so engaged compete with 
one another for the business of hauling wheat. There is no established rate. 
The truckers bid for the business. Never do they ask a rate equal to that charged 
by railroads, for then the railroads would get the business. Competition be- 
tween the truckers frequently drives rates down to the lowest figure that any 
trucker can bear. When there is much grain to be transported, and available 
trucks are busy, the rate charged is higher than when there is little grain to be 
moved, and many trucks are idle. The trucker’s rates also vary by the trucker’s 
ability to get back hauls frem the point to which he delivers the grain. Some- 
times the law is violated or evaded and products not exempt from ICC regula- 
tion are transported for hire on back hauls. 

The United States produces annually nearly 170 percent of its domestic con- 
sumption requirements of wheat for food, feed, and seed. While the surplus pro- 
duction is frequently stored for years by the Commodity Credit Corporation 
under the price-support program, eventually all surpluses must be exported in 
one form or another. 

The science of economics teaches the obvious fact that whenever any com- 
modity is in surplus production, the price obtainable for the surplus at its mar- 
ket place fixes the price on the whole. Translated to the situation affecting 
wheat prices and flour millers’ costs, this means that the price of wheat at the 
port of exportation fixes the price on the whole of the crop, subject of course to 
the influence of the price-support program, which so far as concern wheat pro- 
ducers, affect equally wheat consumed domestically and that exported. 

The prices which wheat exporters pay at the port for wheat reflect prices at 
which sales can be made to foreign buyers, plus subsidies paid under the support 
program for wheat exportation, less the freight and other charges from the port 
in interstate commerce of wheat, in small degree began immediately to make it- 
the price which the exporter bids for wheat and his bid price, less the cost of 
transportation from the origin to the port fixes the price of wheat at point of 
origin. 

The effect on origin prices of exemption from ICC control on the movement 
in interstate commerce of wheat, in smal] degree began immediately to make itself 
felt in a higher cost of wheat at origin points in the States of Oklahoma and 
Texas, because both States produce wheat in large quantity and are close to 
the ports of Houston and Galveston, from which large quantities of wheat are 
exported annually. 

This upward influence on wheat origin costs grew in importance as more un- 
regulated truckers engaged in the business of hauling wheat, and became of 
vital importance to all flour mills in Texas and Oklahoma when on September 
10, 1957, the railroads made effective wheat export rates excluding products of 
wheat, which were 9 to 16 cents per bushel under the rates charged for 
domestic movements of wheat or wheat products, or for the movement of 
wheat products from the same points of origin to the same ports for export. 

Before these reduced rail rates on wheat only for export were established, the 
influence of unregulated truck movements at variable rates affected only a minor 
portion of the wheat produced by Texas and Oklahoma, but thereafter all wheat 
produced in these States became subject to an upward influence in origin prices. 
Further, when lowered rates are not applied to wheat products then the Texas 
and Oklahoma miller is placed in a hopeless competitive condition, whether he 
seeks outlets for his manufactured products domestically or through export 
channels. 

For when the Texas and Oklahoma miller undertakes to use wheat originating 
in Oklahoma and Texas and seeks domestic markets, the application of domestic 
rail rates applicable on wheat and products, to the higher cost of wheat at 
Oklahoma-Texas origins which have been raised 9 to 16 cents per bushel by the 
effect of lowered rates from origins to ports for export and applying to wheat 
only; then the Texas and Oklahoma miller has incurred higher raw material 
costs for his products at all points of domestic consumption, also for export, 
than are experienced by mills located in the States of Colorado, Kansas, Ne- 
braska, and Missouri, all ef which are large producers of wheat and in which 
are located many flour mills of great total capacity. (Kansas produces more 
flour and grows more wheat than any State in the Union.) 

The Texas and Oklahoma miller is handicapped by higher wheat costs even 
when serving points of consumption in Texas and Oklahoma, if he uses 
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Texas and Oklahoma origin wheat, for when there is applied to wheat’s higher 
origin cost in Texas and Oklahoma, the domestic rates applicable, his raw 
material costs are made higher at destination than the cost of Kansas wheat at 
same destination. 

We have given much thought to this situation in which we now find ourselves. 
We cannot absorb the higher wheat costs which are increased thereby from 9 
to 16 cents per bushel. Our northern competition will not let us add these 
increased costs to our selling prices, and our flour customers will buy elsewhere 
before they will pay them. If the Morrison Milling Co. is to live and operate 
in this location, the existing freight rate situation must be changed to preserve 
historic relationships between wheat and its products and between origin of 
wheat, milling points, centers of flour consumption and ports for export—which 
historic relationships have been distorted destructively by congressional exemp- 
tion from ICC control of movements by motortruck of agricultural products. 

The congressional exemption from ICC control of motor transportation of agri- 
cultural products has been expanded by court decision and administrative rulings, 
to extend to a great variety of products, many times as applying between prod- 
ucts and agricultural commodities, there are existing complete inconsistencies 
and discriminations. Further, when the railroads are given right to meet un- 
regulated truck rates, resulting effect eventually will be to exempt even rail 
movements of agricultural commodities and many processed products made 
therefrom. If continued, such trend will return transportation to the days of 
the jungle existing before ICC was created. During that period abuses were so 
prevalent and so discriminatory between shippers and consumers that public 
opinion demanded regulation. 

Unless Congress acts to preserve a rate structure which maintains the historic 
relationship between points of origin of wheat, milling centers, Consuming mar- 
kets, and ports of export, inevitably there will result a violent dislocation and 
relocation of flour mills, which will destroy present investments of mill owners, 
and will create chaos and ruin for many in this vital industry. 

In this statement we have dealt mostly with the situation confronting Okla- 
homa and Texas millers, but the effects of preserving the exemption from ICC 
regulation for motortruck transportation of agricultural products, are not con- 
fined to this area, they apply to many other areas, particularly to those which are 
most adjacent to the ports. Such adverse effects will eventually apply nation- 
wide. The time for remedy is before the disease kills the patient. 

It is our firm conviction that in the public interest, all transportation of goods 
in interstate commerce for hire must be made subject to interstate commerce 
regulations, excepting only that movement of agricultural products from the 
farm to the first primary market. 

The Morrison Milling Co. supports 8S. 1689. 


Senator Purreu. I have no questions. 

Mr. Wells. Thank you, very much. 

Senator Smatruers. Our next witness is Dr. George P. Baker, 
Harvard Graduate School of Business Administration, who is to tes- 
tify for the Transportation Association of America. 

Dr. Baker. Senator Smathers 

Senator Smaruers. Before we start with Dr. Baker, I would like 
to state for the record, at the suggestion of the Senator from Con- 
necticut, and I think it is a good one: In the light of the apparent 
misunderstanding with respect to what this committee is endeavor- 
ing to do, and particul: irly as it pertains to the agricultural exemp- 
tion, any witness or any agricultural group who has not thus far tes- 
tified, or who up to this time does not believe that their position has 
been made clear, and who would like to submit a statement, or even 
appear before the committee and testify before we close our hear- 
ings—and we hope to close these hearings, I might add, by April 3— 
we would be very happy to have them do either one or the other, either 
submit a statement or testimony. 

Dr. Baker, we are always very happy to have your views. 


Oe heteer nen 7 


> gee: 
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STATEMENT OF DR. GEORGE P. BAKER, PRESIDENT, TRANSPORTA- 
TION ASSOCIATION OF AMERICA 


Dr. Baxer. Thank you, Senator. 

I appreciate having Mr. Frank Smith with me who is the economist 
for the Transportation Association, and who has spent some time on 
some of the tables that are in here. 

I have these green summary sheets in the testimony here, as I know 
you are short for time, I shall work from them and summarize 
wherever possible within them, too. 

I would ask that they be included in the full record along with the 
white sheets. 

Senator Smaruers. All right. In order to make it clear to the 
reporter, do you want the green and the white? 

Dr. Baker. Yes. 

Senator Smaruers. The whole thing. All right, we will do that. 

(The complete statement of Dr. George P. Baker, president, Trans- 
portation Association of America, before the Surface Transportation 
Committee of the Senate Interstate and Foreign Commerce Commit- 
tee in connection with the railroad situation, March 1958:) 


My name is George P. Baker. I am professor of transportation at the Harvaid 
Graduate School of Business Administration, Boston, Mass. I am appearing 
today as president of the Transportation Association of America, with general 
offices in Chicago, Ill. 

TAA, for the record, is a national transportation policy organization made 
up of all types of users and investors, as well as carriers of all modes who, 
through cooperative effort, seek the establishment and maintenance of national 
policies to assure the strongest possible transportation system under private 
ownership and operation. 

Throughout the world, Government ownership and operation of transport fa- 
cilities is the rule rather than the exception. In fact, transportation is one of 
the great breakthrough areas in which socialization of industry moves in upon 
private enterprise. The resistance to the forces which have brought about 
socialization elsewhere is, of course, chiefly dependent on the economic health 
of the Nation’s transportation system as a whole. 

The subject under consideration by your subcommittee, according to your 
November press release, is “the deteriorating railroad situation and its effect 
on the national transportation picture.” Because of the impact that railroad 
probiems have on our overall transport system, TAA has studied a number of 
them and adopted policy proposals designed to solve some and to alleviate others. 
In a number of instances, our proposals deal primarily with railroad problems. 
In others, they deal primarily with problems of our publicly regulated carriers 
in general. 

What to do about the problem? 

The announcement by your committee listed three main areas on which to 
focus attention. 

Now, railroads can help themselves. TAA, as a national policy organization 
with representation from all types of carriers, as well as users and investors, 
does not attempt to tell carriers how best to run their business. We don’t have 
any positions on that. The association, therefore, does not have policy positions 
in this area. 

As to how the ICC can help by making changes under the present law. Again, 
TAA as a general rule does not attempt to tell a Government regulatory agency 
how to administer the laws under which it functions. We do, however, some- 
times seek legislative changes which we believe would not be necessary if the 
ICC were willing to change its policy under the existing law. This was so in 
the case of our proposed time-lag legislation. The Commission’s change in pro- 
cedure, in an attempt to achieve the same result, has apparently canceled out 
the need for such legislation at this particular time. 

In another instance, with reference to illegal for-hire carriage such as buy- 
and-sell practices, the ICC has felt it does not have the necessary power to 
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stop such practices, even though private carrier groups claim it does. The ICC 
so testified last spring. We are hopeful that the Commission will do every- 
thing possible under existing law to stop these undesirable practices, which 
are causing diversion of traffic from railroads and other regulated carriers to 
unauthorized for-hire carriage. I will say a little more on that later. We be- 
lieve legislation is vital in this area, if efforts of the ICC are not effective. 

How statutes should be changed. This is the area in which TAA functions, 
since it deals with national transportation policies. Our association, it should 
be emphasized, views transport problems in their broad perspective and not 
from an individual carrier point of view. We are careful not to adopt any policy 
positions without first getting full or large majority support of our individual 
panels of user, investor, and various carrier interests who work coopera- 
tively in an effort to formulate constructive transport policies. 

Following this procedure, TAA has established a number of policies which, 
if passed into law, should help the railroads specifically in several instances 
and all regulated carriers in other instances. These positions represent what 
we believe to be constructive proposals to improve the economic climate in 
the transportation field. 

Attached are brief, separate statements covering six recommendations for 
legislative changes in our present transport statutes. Accompanying each, for 
the record, is a background statement which describes the action taken on each 
subject within TAA’s cooperative project. 

The last page of this statement lists several current subjects that are now 
being actively considered in the cooperative project, which are of interest to 
those concerned with the railroad situation, but on which we don’t have yet 
policies. 

Before proceeding to the attached statement, we should like to emphasize 
again that TAA’s interest is not confined to railroad problems alone, vital as 
these problems are both to the transport industry and the economy as a whole. 
We have a number of policy proposals of particular interst to other types of 
earriers and, if appropriate, would like to submit them to the subcommittee 
should it schedule hearings in the future on their particular problems. 

The first subject, and one I want to stress particularly strongly, has to do 
with unprofitable railroad services. I think it is obvious that these railroads 
who appear to be in the deepest trouble all have this same kind of problem; in 
other words, large passenger deficits. It is a cancer which is eating away at 
the health of their vital interest. 

Senator Smaruers. Will you talk a little bit louder? 

Dr. Baker. Yes, sir. 

Senator Smarners. These hammers that are going on do not help 
us. You just take those glasses out of your mouth, if you will, please, 
then we can all hear you better. They are to wear, anyway. 

Dr. Baker. All right, sir. 

Senator Purret.. Off the record ? 

( Diseussion off the record.) 

Senator Smarners. We are interested in what you have to say, so 
you speak up. 

Dr. Baker. All right, sir. 


TAA POLICY PROPOSAL 


The board of directors of the Transportation Association of Amer- 
ica, after careful consideration of views of its eight permanent policy- 
formulating panels and policy committee, approved the following 
recommendations : 


The Interstate Commerce Commission should be given the power, on appeal 
from adverse orders of State authorities, to authorize discontinuance of (rail) 
services which are a burden upon interstate commerce because they are being 
earried on by interstate carriers at a financial loss. This power, which should 
also be available when a State body does not act on an application within 120 
days, should be based upon the same reasoning which accounts for the Com- 
mission’s power over intrastate rates in section 13 (4). 
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In addition: 


The present requirements of the law respecting the obtaining of certificates 
prior to abandonment of a (rail) line should be continued. But in proceedings 
before the Commission where a carrier can make a showing of financial loss 
from continued operation of a line, an order shall be entered that the line may 
be abandoned. 

Six panels supported these proposals, and the other two said they 
did not oppose them. 

Senator Smaruers. Let me ask you a question: Six panels supported 
it and the other two said they did not oppose it ¢ 

Dr. Baker. That is correct. 

Senator Smatuers. Do you think it ought to be appealed, that 
the Interstate Commerce Commission should be given power on appeal, 
or do you think on the legal assumption that if the Interstate Com- 
merce Commission can regulate rates for trains traveling across State 
lines, obviously in interstate commerce, that the Interstate Commerce 
Commission should have original authority and rights to discontinue 
trains that have been proven before the Commission to be uneconomic ? 

Dr. Baxer. Our actual position is an appeal position from the 
State authority. I think the important thing is to get the final deci- 
s’on before the ICC, because it seems to me that there is likely to 
be a very natural amount of local pressure which it is hard for the 
State commission to withstand; and, secondly, since the burden now 
falls upon the interstate freight shipper to make up this loss, it ought 
to be a body that has the interstate freight shippers’ interest at heart 
which makes this final decision, since he pays the way. 

Personally, I don’t think it makes too much difference in the long 
run which way you do it. It seems to me that since there are many 
State regulatory commissions that have an intelligent constructive 
attitude on this matter, it would be wiser to do this on appeal, but 
have, as we have proposed, a definite time limit in which that State 
commission must hold a hearing and reach a decision. 

Senator Smaruers. Would that, in effect, result in railroads having 
to make 2 presentations, 1 at the State level and then again 1 at the 
ICC level, if that were so would your appeal reach—put it this way: 
Would you authorize an appeal if there were an adverse decision ; 
that is, if they acted adversely to a railroad decision ? 

Of course, if the local authority granted them discontinuance, there 
would be no appeal. But in the event of an adverse appeal they 
would have to present that case on the facts of the ICC, I presume? 

Dr. Baxer. That is correct, Senator. There would be two pres- 
entations, and that adds to the amount of work involved. 

Senator Smaruers. As to the time? 

Dr. Baker. Yes, it does. 

I would not be able to say this with certainty, but I don’t believe 
that our Board would care too much which ways it was done if the 
final power ends up in the ICC. But the way this policy was de- 
veloped, and the policy to which these various groups did agree, was 
an appeal rather than a direct jurisdiction. 

Senator Purrery. Actually, if you have the appellate procedure 
time might well be saved at the ICC level? 

Dr. Baker. It might, sir. 

Senator Smaruers. That could be. Thank you. 
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JUSTIFICATION 


Dr. Baker. The railroads today are confronted with huge annual 
passenger-train deficits, the reasons for which are both numerous and 
complex. One of them is the difficulty some railroads still have in 
getting State approval to discontinue unprofitable passenger-train 
services. The TAA board, at its January 1958 meeting, adopted 
a resolution urging favorable action by Congress in implementing 
the above policy proposal, citing the need to help reduce these 
steadily mounting deficits, to relieve the burden on interstate shippers, 
and to help railroads toward a more healthy financial position. This 
timely resolution is shown in full in the accompanying background 
statement. 

It should be noted that, under the first proposal above, States 
would still retain primary jurisdiction over abandonment of rail 
services, and the ICC would take jurisdiction only if the State com- 
missions reject the application or failed to act within a reasonable 
time. It is certainly not reasonable to have decisions which have 
such an economic impact on interstate shippers finally decided by 
intrastate bodies. 

While most State commissions are showing a constructive attitude 
toward this problem, major problems continue to exist in connection 
with the attitude of a number of them. To cite a specific example, 
the following was taken from a speech given by Robert S. Macfarlane, 
president, Northern Pacific Railway, before TAA’s Midwest Institute 
of Transportation at St. Paul, Minn., on June 18, 1957: 

In 1955, we wanted to make some changes in the operation of a daily branch 
line mixed train. The total passenger revenue averaged 31.6 cents and the 
aevrage number of passengers carried was less than 1, namely, 0.9. Express 
shipments averaged less than 5 per day and less than 8 cans of milk were 
transported daily. 

We proposed eliminating this train and substituting, through our subsidiary, 
the Northern Pacific Transport Co., daily combination bus-truck service and to 
provide triweekly freight train service. We waited a year for a decision from 
a (State commission. When it came, we were denied the right to alter our 
operations. 

In order to get a broaded picture of the status of rail service aban- 
donment petitions now pending before State utility commissions, we 
have just completed a survey of the larger railroads in each region, 
requesting examples of such petitions. ‘Twenty-three furnished some 
current examples (not necessarily their complete list of pending peti- 
tions). These have been tabulated in the attached exhibit 1. 

A total of 35 States are listed, together with about 160 points, includ- 
ing both small towns and major cities. The estimated annual out-of- 
pocket losses of these examples alone total $13,852,645, ranging all the 
way from a mere $125 for authority from one commission to drop a 
rural station to $5 million for authority from five different State com- 
missions to eliminate service between two major cities. 

While the time these petitions have been pending varies widely, over 
30 of them have been on file for 6 months or more, 16 for a year or more, 
9 for a year and a half or more, and 5 for 2 years or more. 

It should be mentioned that in a relatively few States the commis- 
sions are subject to laws which unqualifiedly prohibit the discontinu- 
ance of the past passenger train on a line of railroad, regardless of the 
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justification. Passage of the proposal above should permit circumven- 
tion of such outmoded State statutes. 

As to the latter part of the policy recommendation, we believe the 
criterion of financial loss should also be used by the ICC in consider- 
ing railroad applications to abandon a complete line, rather than the 
present criterion of “present or future public convenience and neces- 
sity,” because of the obvious fact that more often than not the local in- 
terests urging continuation of the service will not support it. The 
financial burden thus will normally fall on interstate shippers who 
have no economic interest at all in its continuation. 

We have prepared a table there which follows the green sheets show- 
ing the amount of time it takes to get relief, or even to get heard, some- 
times, on these kinds of applications. As I say, I will summarize in 
general that the railroads, the large railroads, that appear to be in par- 
ticular difficulty, with all their many problems, tend to have this great 
problem in common. It seems to me it is a great opportunity for this 
committee to start something going in this particular way which would 
be helpful. 

I will go on to the next subject which has to do with general power 
under section 13. 


INTRASTATE RATES—TAA POLICY PROPOSAL 


The board of directors of the Transportation Association of Amer- 
ica, after careful consideration of views of its eight permanent policy- 
formulating panels and policy committee, approved a policy recom- 
mendation—complete text of recommendation shown in the accom- 
panying background statement—which may be summarized as follows: 

If, within 45 days after the ICC has authorized an interstate general 
rate increase, a State which has been requested to take similar action 
with respect to intrastate rates has not rendered a decision, then the 
ICC shall assume jurisdiction over the intrastate rates in question. 
In such proceedings the proof burden on the carriers shall be eased. 

The above proposal was supported by all the panels, except for 
the user panel's belief that its application to rates of motor carriers 
and freight forwarders should receive further consideration before 
recommending changes. 


JUSTIFICATION 


There still exists, in a number of instances, a timelag problem caused 
by some State commissions unduly delaying the authorization of ad- 
justments in intrastate rates following approval by the ICC for ad- 
justments in interstate rates. 

To cite a specific example, the following was taken from a speech 
given by Wayne A. Johnston, president, Illinois Central Railroad, 
before TAA’s midsouth institute at Memphis, Tenn., on November 6, 
1957 : 

In Tennessee, it took the railroads 14 months to get the increase on intrastate 
rates granted by the ICC on interstate rates under Ex Parte 196. On the interim 
increases granted by the ICC under Ex Parte 206 back in February, intrastate 
approval did not come until October 8. 

This kind of delay is not unusual at all. In Kentucky it took a year to get 
the Ex Parte 196 increases, and there has been no action on the two increases 


granted under Ex Parte 206. In Mississippi it took 8 months to get the Ex 
Parte 196 increases, and the 206 interim increases have been denied. 
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If we had received the full intrastate increases at the same time as those 
granted to us in interstate in Ex Parte 196 and Ex Parte 206, we would have 
received approximately $2,193,000 in additional income. Or, to put it another 
way, more than one-third of all the expected increase in intrastate rates was 
denied to us. 

To obtain a more general picture of the scope of this time-lag 
problem in adjusting rates on the State level, we have just completed 
a survey of the larger railroads in each region, requesting examples 
of current petitions. Twenty-six furnished some current examples, 
which have been tabulated in exhibit 2 attached. 

A total of 30 States are listed, and the total estimated annual reve- 
nue loss is $39,296,444. The number of months these petitions have 
been on file extends to a maximum of 69, with the weighted average 
for all the examples listed being 6.67 months. 

If we adjust the estimated annual loss to a monthly basis, we find 
the railroads covered by these examples alone stand to lose nearly $3.3 
million each month their petitions are delayed. 

It should be made clear that this proposal applies only to so-called 
general rate increase cases, as opposed to individual increases on spe- 
cific commodities on traffic movements. Futhermore, the States re- 
tain any right they now have to take initial action. 

What is “being sought by the proposal is assurance of quick consid- 
eration of the railroads’ applications. The easing of the proof bur- 
den would apply only when the ICC, which presumably already had 
such proof, assumed jurisdiction. 

The point here is that the ICC has the jurisdiction on appeal from an 
adverse decision of this type, but a State can simply by taking no 
action at all under the present ICC procedures, bring about the same 

result from its intrastate shippers as if it refused the application for 
the increase that was to be in line with the interstate increase. 

Again, we have a table here which I call to your attention. I will 
not take your time to go into it. 

TAA’s board, at its Ji anuary 1958 meeting, adopted a resolution 
reiterating the above proposal, pointing out that these delays, for 
periods as long as 18 months, by some State regulatory bodies can 
and does frequently result in particular hardship to carriers when 
general increases in interstate rates have been granted to them by the 
ICC to meet increased operating costs. This resolution is shown in 
full in the accompanying background statement. 

There is no reason why intrastate traffic should not bear its fair 
share of the rate increases necessitated by higher wages or other op- 
erating costs, and there is no -justification for delaying decisions on 
intrastate rate adjustments after the interstate increases in railroad 

rates have become effective. 

To permit such delays causes irretrievable carrier revenue losses 
and unduly penalizes carriers subject to both interstate and intra- 
state regulation. 


CONSOLIDATIONS—TAA POLICY PROPOSAL 


The next point I have has to do with consolidations. The board 
of directors approved a set of recommendations, and the first one 
deals with the desirability of having the Congress tell the Commis- 
sion that it believes that in this present situation, to which the trans- 
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periation situation has developed over the years, with these new 
orms of transportation coming in, that language referring to the 
advantages of consolidation, to such. advantages, operating economies 
and improvements in service, are desirable, and that therefore you 
add to section 5 a statement referring to the adv: antages of consoli- 
dations of this type and put those advantages, listed along with the 
other considerations that the Commission is now asked to keep in 
mind when it is considering whether to approve or disapprove a 
consolidation. 

Many of these considerations are sort of protective considerations 
to various groups who have a very real interest in it. 

On the other hand, if the railroads are going to so combine that 
they can work out operating economies and also get in the position 
to abandon facilities which have become actually unnecessary in the 
total transportation picture, they have got to have a friendly climate 
to this kind of application, rather than a rather discouraging one, 
as has been the case in the past. 

The board of directors of the Transportation Association of Amer- 
ica, after careful consideration of views of its eight permanent policy- 
formulating panels and policy committee, “approved a set of 
recommendations on railroad consolidations the complete text of 
which is shown in the accompanying background statement. These 
are for the most part designed to reduce some of the small but effec- 
tive barriers to consolidations. The major recommendation, however, 


is that: 


Language referring to such advantages of consolidation as operating economies 
and improvements in service shall be added to that section of the Interstate 
Commerce Act (sec. 5) which now lists other considerations to be kept in mind 
by the Interstate Commerce Commission in deciding whether to approve or dis- 
approve a consolidation. 


The above recommendation, together with the others shown in the 
attachment, were supported by the investor, railroad, and user pan- 
els, who were the ones with the main interest, and none of the other 
five panels opposed them. 


JUSTIFICATION 


During the past year or two, a number of merger studies affecting 
railroads in nearly all areas of the country have been announced. 

The purpose of such mergers is to provide equal or better service at 
greater economy through better utilization of existing facilities. This 
would benefit users, investors, and the carriers alike. 

Because of the need for railroads to maximize every opportunity to 
effect economy of operations, voluntary consolidations designed to 
bring this about should be encouraged. 

It should be constructive, if the ICC, when considering railroad 
consilidation proposals, know that Congress believes that “such con- 
solidations are an important way of helping to maintain a healthy rail 
transport system. 

Mr. Barton. You would encourage both the carriers and the ICC, 
to effect suitable mergers and consolidation ? 

Dr. Baker. Yes. The hope is that if there were a more permissive 
attitude on the part of the ICC, that more carriers would bother to go 
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ahead with the proposals, where the feeling that it might well not be 
allowed because of its effect on reducing competitive routes, and this 
type of thing, inhibits people from actually starting out to try it. 

t is a long, hard road no matter how you go about it. The next 
refers to— 


TRAFFIC (TRANSPORTATION ) EXCISE TAXES—TAA POLICY PROPOSAL 


The board of directors of the Transportation Association of 
America, after careful consideration of views of its eight permanent 

olicy-formulating panels and policy committee, approved the fol- 
alee recommendation : 

The excise taxes on transportation of persons and property (10 percent on 
passenger fares, 3 percent on freight or express shipments, 4 cents per ton on 


coal, and 414 percent of the charge for petroleum products moved by pipeline) 
should be repealed. 


The above recommendation was strongly supported by all panels, 


JUSTIFICATION 


Since just recently 13 members of your committee joined together to 
urge repeal of the 3 percent freight and 10 percent passenger excise 
taxes, supporting your constructive stand with strong argument about 
the effect of these taxes on our national economy as well as our public 
transportation system, there is no need at this time to again spell out 
arguments in support of their repeal. 

Our association commends these members for their joint effort and 
hopes that it proves to be successful in getting removed not only the 
8 percent freight and 10 percent passenger taxes, but also the 4-cent 
coal and 4%-percent petroleum pipe line excise taxes as well. 

We should like to mention two additional points about these taxes. 
You will notice that we have called them traffic taxes rather than trans- 
portation taxes. Too many people think of them as coming out of 
carrier earnings, whereas the transport companies, with exception of 
petroleum pipelines, collect for the Government these traffic taxes 
which discourage the demand for their services. 

It is also important that we recognize the defense value of our 
public carriers and the necessity of removing artificial burdens 
which drive traffic from them. If this factor still is a vital one to our 
Nation, then we may well consider any loss in transport excise tax 
revenues asa defense expenditure. 


ILLEGAL FOR-HIRE CARRIAGE—TAA POLICY PROPOSAL 


The board of directors of the Transportation Association of Ameri- 
ca, after careful consideration of views of its eight permanent policy- 
formulating panels and policy committee, approved a policy proposal 
on illegal for-hire carriage (see accompanying background statement 
for specific legislative language to implement this recommendation), 
which may be summarized as follows: 

Subterfuges to avoid regulation, under the guise of private carriage, should 


be outlawed, without distributing the freedom from regulation given to legiti- 
mate private carriers by the Brooks case. 


21278—58—pt. 3——_9 
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Five of the association’s panels (user, investor, freight forwarder, 
highway, and rail) supported this recommendation. Members of the 
user panel supported it by a ratio of roughly 2 to 1. Two members of 
the highway panel opposed it. The other three panels (air, pipeline, 
and water) said they would have no objection to it. 

I don’t need to go into details of this subject. You have all heard 
a great deal on it. I want to particularly stress that the ICC last 
year stated it could not control this situation, but that since that time 
the Commission is apparently making renewed and, we hope, effective 
efforts under the present act to effectively control this type of thing. 


JUSTIFICATION 


Today, through such practices as taking temporary ownership of 
goods during transport, some highway operators, claiming to be pri- 
vate carriers, are actually performing for-hire transport service. The 
Commission to date has been unable to stop such practices, commonly 
referred to as “buy-and-sell.” Last year before this committee, the 
1CC stated it could not control this situation under present law, be- 
cause it felt it did not have clear, sufficient statutory authority to back 
its cases in the courts. The ICC, therefore, asked Congress for clari- 
fying language. 

Major private carrier interests oppose statutory changes, claiming 
the ICC fan sufficient authority now. They fear the “primary busi- 


ness test” of the Brooks case now used by the courts to determine the 
7 of their own transport operations will be upset. 
9 


AA, in an attempt to satisfy the stated need of the ICC, and to do 
so without danger to private carrier interests, drafted the statutory 
language shown in the attached. It is incorporated in S. 1677, which 
TAA supported before this subcommittee last May. And it was that 
attempt which brought forth our proposal we brought forth last 
spring. 

"Woe are glad to note, according to the Chairman of the ICC, in a 
recent speech before the Common Carrier Conference of the Amer- 
ican Trucking Associations that the Commission is now making a 
special effort to stop these practices, which are causing a highly dis- 
turbing diversion of traffic from legitimate public carriers—and 
which are considered illegal by public and private carrier groups 
alike. We applaud the renewed efforts of the ICC to stop these 
practices under present law. 

I don’t think anybody wants to change the law if the Commission 
can handle this under the law. If such efforts by the ICC are un- 
successful, new legislation, and especially the legislative history that 
would go with it, will obviously be necessary to stop these practices. 

I would then like to deal with the question of public aid to trans- 
portation. This is not specifically before your committee. After a 
great deal of work back in 1953, the TAA did support the proposal 
which is summarzied here and is given in the green sheets and in full 
detail in the white sheets. 

It involves the general principle that in this country of free enter- 
prise a guy should pay for what he gets. It has to be much fancier 
wording than that before you get through with almost everybody 
agreeing to it, but we did have an agreement of all forms except 
the waterways with minor exceptions to this statement. 





PROBLEMS OF THE RAILROADS 1465 


PUBLIC AID TO TRANSPORTATION—TAA POLICY PROPOSAL 


The board of directors of the Transportation Association of Amer- 
ica, after careful consideration of views of its eight permanent 
policy formulating panels and policy committee, approved a number 
of principles (see accompanying background statement for full text 
of recommendation), covering public aid to transportation, a con- 
densation of which follows: 


In the United States, which stands before the world as the principal exponent 
and the principal exhibit of the benefits of free private enterprise, the aim in 
all forms of transport should be that user charges be paid by all classes of 
domestic users of Government transport facilities sufficient to cover their fair 
share of the costs of building and maintaining the facilities which they need 
to use. 

In the case of the motor carrier industry, that industry has now grown to a 
maturity which makes possible the full application of this principle. 

In the case of domestic air transport and domestic water transport, national 
policy should clearly be aimed at the ultimate payment of user charges. The 
major problem here is that of timing. 

In domestic air transportation, attention should first be focused on the placing 
of the carriers on a self-sustaining basis, without subsidy payments. As to 
airway user charges, the first step should be the exaction of user charges 
which when taken with the industry’s present contributions, will cover the 
fairly allocated share of the cost of maintaining and operating airway facilities 
provided by the Government and reasonably needed and used by the carriers 
in their commercial operation. Next should be to adjust the airway user 
charges so that they will cover in addition a reasonable proportion of the 
amortization of the value of future airways facilities. Allocations of costs 
should reflect the Government’s active use of its own facilities plus its require- 
ments for standby facilities for later periods of more active military use. 
Commercial users should not be forced to bear any share of the cost of Govern- 
mient facilities which are not necessary for commercial operations. 

In the ease of domestic water transportation, new waterway improvéments 
should not be undertaken without a finding by the proper Government body 
that it is reasonable to expect that transportation user charges will be sufficient 
giving due consideration for the time required to develop traffic volume, to 
cover all costs properly attributable to the transportation share ef such im- 
provements. After such a finding has been made and after the completion of 
the project concerned, such user charges should then be applied. Past expendi- 
tures should be given no consideration in the calculation of future user charges. 


These principles, with one exception, were supported by all panels 
except the waterway panel. The exception involves the timing to be 
applied on waterway user charges, with railroad panel favoring 
quicker action than that proposed. 


JUSTIFICATION 


Today, the basic principle advocated in the above summary has been 
established in the highway field at the Federal level. It has long been 
in effect in the railroad and pipeline fields. The airlines, which agreed 
with the —— of user charges, pay fuel taxes now, and the Presi- 
dent has recently advocated formal user charges, in the form of fuel 
taxes, for the use of the Federal airways. 

As to airmal subsidies, we understand that at the present time over 95 
percent of all domestic airlines passenger-miles are accounted for by 
carriers no longer receiving direct subsidy payments. In the domestic 
waterway field, we understand the Department of Commerce is study; 
ing the possibility of applying user charges on the Nation’s waterways 
to help cover the Federal Government’s expenditures. 
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We believe such steps are encouraging in that they all are aimed at 
strengthening the sound principles of self-support in the transport 
field. Therefore, without endorsing any specific details of present or 
future user charge proposals at this time, we support the broad general 
principle on which they are based and urge the members of the com- 
mittee to adopt a similar position if and when they are called on to 
consider any such proposals. 

Lastly, I would like to say that we have the position that you well 
know in regard to transportation taxes. We applaud the attitude of 
the members of this committee on that matter. We are strongly in 
favor of their appeal. 


SUBJECTS BEING CONSIDERED IN TAA’S COOPERATIVE PROJECT 


The National Cooperative Project of TAA with its eight panels 
representing users, investors, and air, freight forwarder, highway, 
pipeline, rail, and water carriers, and other groups, is presently work- 
ing on a number of additional subjects involving national transporta- 
tion problems. Efforts are being made to iron out differences among 
these varied interests and to come up with some recommended policy 
proposals acceptable to all or a large majority of them. 

. Subjects of current interest now before the project include: Agricul- 
tural products exemption; methods of determining user charges for 
airways; further proposals on carrier consolidations; minimum rate 
regulation, and the so-called Sims plan, “Problems of adequate car 
service, including rail equipment agency proposal.” 

. (The exhibits and proposals attached to Dr. Baker’s statement are 
as follows :) 


ExuHrsit 1.—EHvamples of current railroad applications with State commissions 
m4 for authority to discontinue unprofitable services * 











State Points affected Annual out- | Months 
of-pocket loss| on file 
Alabama............----} Bir ham-Mobile-.-..-_....-.-.-..-- ‘= $192, 000 (2) 
Cullomburg (station) ....................- eee 4, 000 @) 
Arkansas. ___...-...---- Little Rock to Louisiana line__._--.__......_--- (i, 51, 000 17 
(ES SS eee Oakland pier-Sacramento--.---.-.-- 280, 000 5 
Sacramento-Los Angeles .__._____- ob ahi. BO 1, 000, 000 1 
San Rafael-Willits..................-- Sheil de wa 100, 000 1 
San Francisco-San Jose... ...-_--- ; 75, 000 1 
Colorado............----| Sheridan Lake (station) 1, 794 6 
Connecticut__.....__....| Torrington, Thomaston, Winsted_-_.............-.-- 43, 000 18 
Beacon Falls (station and less-than-carload lot). ---_- \ 4, 000 1 
Delaware. ........-. sie (See multiple-State item at end of table.) 
54 Beta ones Macon-Brunswick---.-_.-.--- bo Sa ; 106, 000 (4) 
Wes cent dt 22nl kt (See multiple-State item at end of table.) 
Vilinois.................-| Carrier mills, Olmsted, Oakwood (stations) - ..----- ; 15, 000 1 
EE Woptthtes” Lack gancanoseted itecobikhcs 5, 000 5 
Norris City, Lostant (stations) _...___-_- Jos bas ; 10, 000 5 
Chicago to Rock Island --....-......--..--- 35, 000 1 
Chicago to St. Lonis-._.-.....--- ooh ay 800, 000 1 
’ (See multiple-State items at end of table.) 
Sete x 8s-. toast Terre Haute to Clinton District... ___-_- ix 25, 000 8 
Earl Park and Tefft (stations) - -_......-. ; 10, 000 1 
Rolling Prairie, Coal City, Kentland (stations) -...___ | 15, 000 2 
ween Geeee hao os cll ide 5, 000 5 
Burrows (oretaken....--..--.---»----i- citi | 170 2 
(See multiple State items at end of table.) 
Moth a skis _...-| Sabula to Sewal_..-.....---....-.-.- Rd fb og say 125, 000 | 15 


1 Based on information furnished by 23 railroads. 
2 Denied. 

3 Tn court. 

4 Denied; pending. 
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Points affected Annual out- | Months 
of-pocket loss} on file 


Topeka to Goodland 
Durand to Wichita. 


Bentley, Dennis, and Riverton (stations) 
Louisiana line to Alexandria 
Junction City to Winnfield 
General passenger service--....--...-.----.------------ 
(See multiple-State item at end of table.) 
General passenger service 
Deerfiel (peency) bees isd cei Nin dxtigdiybhpateih tedabbiie 
Boston to Rochdale 
Rochdale (freight agency) 
Michigan Grand Rapids to Petoskey 
Grand Rapids to Jackson 
Jasper and Ottawa Lake (stations) 
Minnesota Minneapolis to Glenville__..........-...-- Sisto seks 
Missouri--__------ .| Eldon to Kansas City 
Fremont and Billings (stations) 
Sampse! (station) 
Nebraska Omaha to Thompson 
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New Hampshire General passenger service 
Charlestown (agency) 
Walpole (agency) 
New Jersey Camden to Pemberton 
Jamesburg to Perth Amboy 
Red Bank to Trenton 
(See multiple-State item at end of table.) 
New Mexico. Mount Riley to Rodeo 
New York Pierrepont Manor (station) 
Mount Hope (station) 
Port Leyden (station) 
Mountain View (station) 
Theresa, Fultonville, Clifton Springs (stations) 
Edwards, Harrisville, Glenfield, Antwerp (stations) -_- 
Bergen, Kitchawan, Oscawanna (stations) 
Evans Mills, North Rose, Elba (stations) 
(See multiple-State item at end of table.) 
North Carolina Wilmington to Rocky Mount 
North Dakota Jamestown-Turtle Lake, Carrington-New Rockford, 
Oberon-Leeds, Jamestown-Esmond. 
Valley City-McHenry (freight trains) 
Fargo-Marion 
Ruso (station) 
Talmyra, Amsterdam a 
Dillonvale, Pleasantville (stations) 
Chauncey (station) 
Lime City (station) 
Pemberville, Centerburg (stations) 
Perry, Ostrander, Renner, Pickerington (stations) 
Scott, Thornville, New Salem, Russels Point, Lewis- 
town (stations). 
Houston, Ingomar (stations) 
MeVittys, Santa Fe (stations). ............--.....-.- 
Cincinnati to Toledo 
(See multiple, State items at end of table.) 
Enid to Avard 
North Lawrence (station) 
Fairview, Tower City, Rienholds (stations) 
Kimberton (station) 
i) ee eee ee 
(See multiple-State item at end of table.) 
Columbia-Hardeeville 
Houston-Dallas 
Houston-E] Paso 
General passenger service 
West Virginia...........| Red House (station) 
Milwaukee to Berlin 
Washington-Idaho Lewiston to Ayer 
Illinois-Indiana St. Louis to Indianapolis_.--...........-.-- hie diate’ sn 
Indiana-Ohio Cincinnati-Louisville 
Marylnad- Delaware- | Baltimore-Wilmington-Philadelphia-New York 
Pennsylvania-New 
Jersey-New York. 
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§ Substantial. 
§ Not given. 


Note.—Number of States listed, 35; total annual out-of-pocket losses, $13,852,645. 
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[Attachment Proposal No. 1] 
ii UNPROFITABLE RAILROAD SERVICES 
NATURE OF THE SUBJECT 


Abandonment of the operation of railroad lines is now subject to regulation 
under the Interstate Commerce Act.’ This has become increasingly important 
in recent years because of economic changes in rail transport. The condition 
of the railroads has changed from one of steady expansion to one of excessive 
mileage. Further, the growth of competition from other forms of transportation 
in some instances, and the decline or exhaustion of sources of traffic in others, 
have resulted in substantial losses from the operation of formerly profitable 
branch lines. 

Before granting permission to abandon any line or the operations conducted 
on such line, the ICC must find that public convenience and necessity permit 
such action. In making this determination in cases where abandonment of a 
segment of a railroad system is involved, the Commission usually weighs the 
effect of the abandonment on the communities served against the burden placed 
on the railroad by continuing the operations in question. 

Of equal importance is the related problem of what may be referred to as 
discontinuance of service, such as discontinuance of some or all of the passenger 
or freight service over a particular line without complete abandonment of all 
operations in the line. The Commission has held that its jurisdiction extends 
only to the abandonment of railroad line, that is, to complete abandonment of 
operations and not to discontinuances of service short of complete abandonment.’ 
i However, where such discontinuances involve only intrastate service, they are 
1 almost uniformly subject to State regulation. In recent years, the reluctance 
y of some State authorities to permit discontinuance or any significant curtail- 
i ment of unprofitable rail passenger service has increased the burden on inter- 

state freight traffic of making up such losses and has often caused severe financial 
j hardship to the carriers. 


RE ge es 


ACTION OF THE PANELS 


The railroad panel at the request of the coordinating committee presented 

j recommendations which became the basis for the discussion of the panels. 

pe The user and investor panels gave extensive consideration to these proposals. 

; Both panels appointed subcommittees to study and report their findings. The 
user panel’s interest is twofold: first as users of branch-line services where 
abandonment situations are most usual; and second, as the interstate shippers 
whose rates must support uneconomical operations. The investor panel’s interest 
stems largely from a feeling that the continued operation of unprofitable services 
is a drain on the finances of the railroads involved. 

The railroad panel proposed: 

“The Commission should be given the power, on appeal from adverse orders 
of State authorities, to authorize discontinuance of services which are a burden 
upon interstate commerce because they are being carried on by interstate car- 
riers at an out-of-pocket loss. This power should be based upon the same rea- 
soning which accounts for the Commission’s power over intrastate rates in 
section 13 (4). 

“The present requirement of the law respecting the obtaining of certificates 
prior to abandonment of a line should be continued but in the proceedings before 
the Commission in cases where the carried can show that its operating expenses 
exceed its operating revenues attributable to that line (based on the experience 

i of a certain period) an order shall be entered that the line may be abandoned.” 

The user panel, on the first proposal, disapproved of the wording of the clause 
“because they are being carried on by interstate carriers at an out-of-pocket 
loss” because the panel felt the directive should be more broadly stated and also 


+Sec. 1 (18) of the Interstate Commerce Act. Sec. 410 (i) provides similar regulation 
of the abandonment of the operations of freight forwarders controlled by common carriers 
subject to pts. I, II, or III of the Interstate Commerce Act. 

2 Except as provided under cur service regulation, sec. 1 (11) through 1 (17) of the 
Interstate Commerce Act. These provisions give the Commission some authority over 
interstate freight service and the supply of freight trains. 
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because “out-of-pocket loss” would be susceptible of argument as to interpreta- 
tion and standards of cost. Their objections were met by changing the clause 
in question to “because they are being carried on at a financial loss.” The user, | 
investor, and railroad panels then approved the proposal with this change. ; 
On the second proposal pertaining to ICC approval on abandonments, the 
three panels most concerned—user, investor, and railroad—were in general 
agreement that the present law invites over emphasis on the loss of service to i 
the communities involved in such proceedings. i 
The investor panel felt that in almost all cases where communities are 
threatened with loss of railroad service, service by other forms of transporta- 
tion is available. The user panel pointed out, too, that continuation of un- 
profitable services results either in a loss to the investors or in an additional 
burden on the shippers who use and pay for the profitable parts of the railroad 
and who must make up for the losses from unprofitable branch lines. 
The substance of the railroad panel’s second proposal was accepted from the 
start by the investor and user panels, although a more acceptable wording was 
agreed on. 
The air transport, highway, waterway, and pipeline panels opposed extension 
of abandonment regulation to other forms of transportation. As to the question 
of railroad abandonment, they felt that the railroad, user, and investor panels 
were better qualified to decide on appropriate changes in the law. The air 
transport, freight forwarder, and pipe line panels approved the action taken 
by the railroad, user, and investor panels on the proposals discussed above, while 
the highway and waterway panels did not oppose any of these proposals. 
























COMMENTS OF THE POLICY COMMITTEE OF THE BOARD 






The PCB, after reviewing the panels’ positions, stated : 
“The propriety of vesting in the Interstate Commerce Commission jurisdiction 
over the discontinuance of intrastate railroad services similar to its present 
jurisdiction in section 13 (4) of the Interstate Commerce Act with respect to 
intrastate rates seems to us self-evident. We therefore concur in the panels’ 
recommendation and urge its enactment into law.” 

“In summary, We propose : 

“The Commission should be given the power, on appeal from adverse orders 
of State authorities, to authorize discontinuance of (rail) services which are a 
burden upon interstate commerce because they are being carried on by interstate 
carriers at a financial loss. This power should be based upon the same reasoning 
which accounts for the Commission’s power over intrastate rates in section 13 (4). 

“The present requirements of the law respecting the obtaining of certificates 
prior to abandonment of a (rail) line should be continued. But in proceedings 
before the Commission where a carrier can make a showing of financial loss from 
continued operation of a line, an order shall be entered that the line may be 
abandoned.” 














RECOMMENDATION OF THE BOARD OF DIRECTORS 









The Board was convinced that the adoption of the proposals are of paramount 
importance if vital segments of the transportation industry are to be maintained 
in a sound, solvent position. 

The Board at a later date also approved giving the ICC jurisdiction when a 
State commission failed to act within 120 days. 

The Board, at its January 1958 meeting, reiterated its position on this subject 
by adopting the following resolution : 

“Whereas the chairman of the Surface Transportation Subcommittee of the 
Senate Committee on Interstate and Foreign Commerce, referring to the railroad 
industry as headed for ‘serious trouble’ has called for hearings to consider its 
problems ; and 

“Whereas the deficits from railroad passenger operations are steadily mounting 
regardless of efforts to curtail costs and discontinue unprofitable services; and 

“Whereas the continuation of unprofitable services is a burden on shippers ; and 

“Whereas these deficits serve to prevent the railroads from making capital 
expenditures needed for the maintenance of efficient services for the commerce 
of the country and the national defense ; and 

“Whereas some State regulatory bodies act with commendable expedition, in 
other States antiquated State laws now slow down or prevent State regulatory 
bodies from granting railroads relief from unprofitable rail services; and 
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“Whereas abandonments of railroad line are now subject to ICC jurisdiction, 
but it has no similar jurisdiction over discontinuance of intrastate services 
which may burden interstate commerce : Therefore be it 

hn a That the Board reiterate its position on unprofitable railroad 
services.” 


Exuisit 2.—Eeamples of current railroad applications with State commissions 
for authority to increase interstate rates to interstate rate levels (based on 
data furnished by 26 railroads) 


Estimated Estimated 
State annual Months State annual Months 
revenue on file revenue on file 
loss loss 
tem ala hl ce as dir ashe elt inte tae oe 
RE i cee $91, 463 10 ||} North Carolina... .......-- $41, 549 14 
10, 000 7 230, 547 13 
25, 170 4 149, 897 12 
141, 078 2 177, 000 8 
Sr i i hd 300, 000 5 || North Dakota.........-.-.. 246, 910 12 
PS ETE AE 1, 180, 200 8 113, 113 ll 
aa neat ecra ail 4, 000, 000 14 142, 113 7 
140, 000 4 221, 636 3 
ili is nisl ondica 609, 623 © 1 Obiaiens..... 655i ish ccd. 18, 133 13 
Rt etnies loneenseneonieill 21, 279 13 1, 036, 000 5 
223, 021 Ds os ene cere duees 1, 475, 000 12 
47, 559 5 || Pennsylvania......-......-- 340, 000 8 
RS ik ais is sees 69, 924 6 630, 000 6 
141, 175 5 || Rhode Island_...........--- 7,000 4 
Scania acawounenelaioe , 799 9 || South Carolina............. 35, 714 5 
IN cic suctinbccindipicbse: , 963 21 77, 443 4 
BE Riis caneibhcakaln 19, 700 14 8, 000 2 
60, 000 8 || South Dakota__..-......... 317, 650 5 
85, 524 5 | ae 14, 000 23 
1, 736, 221 4 11, 000 9 
ok CEST eee Te. 333, 676 13 85, 886 8 
2, 659, 595 4 204, 921 4 
PEND cnecancanceccucdes 474, 796 12 17, 236 3 
40, 022 Be Oe a dnataieenindsoebimins 65, 000 14 
529, 334 4 32, 124 7 
21, 133 3 700, 000 4 
See 102, 700 2B 10, 504, 000 3 
50, 000 I a at ae eran each 50, 000 18 
36, 000 6 1, 299, 537 9 
a ss oie cin 52, 000 Se is ccc ctemtcdantesd 765, 741 9 
56, 500 4 193, 039 8 
1, 386, 000 3 || West Virginia.............. 350, 000 5 
A twee hoe cdncdt eee. 51,000 GC: iT. SOREN, CSSkbcescdcnnee 1, 250, 000 5 
938, 000 5 —_—_-|>-——- 
PE ikndicscccmitesdy 444, 000 17 RN i 39, 206, 444 |.......... 
570, 800 ll Average (weighted) .../..........-- 6. 67 
799, 000 2 





[Attachment Proposal No. 2] 


INTERSTATE RATES 


NATURE OF THE SUBJECT 

Congress has authorized the Interstate Commerce Commission in certain cases 
to prescribe the intrastate rates, fares, or charges of railroads and other carriers 
subject to part I of the Interstate Commerce Act,’ but similar power has not been 
granted to the regulatory agencies over the intrastate rates of motor, water, 
and air carriers.’ 

Interstate Commerce Commission regulation of intrastate railroad rates can be 
traced back to the famous Shreveport case * of 1913. 





1 Sec. 18 (4) of the Interstate Commerce Act. The intrastate rates of freight forwarders 
are subject to similar Federal control, see sec. 406 (f) of the act. While sec. 13 (4) 
applies to all carriers subject to pt. I, it has not been used in connection with pipeline 
rates but is of some importance to express and sleeping-car companies. 

2In fact, secs. 216 (e) and 303 (k) of the Interstate Commerce Act prohibit the Com- 
mission from regulating intrastate motor or water carrier rates. While Federal jurisdic- 
tion over intrastate air carrier rates is not gnecsnenty denied in the Civil Aeronautics Act, 
that law does not contain any grant of power over intrastate rates similar to sec. 13 (4) 
of pt I of the Interstate Commerce Act. 

Houston & Tevas Ry. v. U. 8., 234 U. 8S. 342 (1918). 





| 
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The original act to regulate commerce stated that its provisions were not to 
apply to transportation wholly within one State, and for many years the indi- 
vidual States exercised exclusive authority over intrastate railroad rates. But, 
as the rate powers of the Commission were strengthened and broadened through 
successive amendments, it became apparent that their effectiveness in some situa- 
tions depended on the ability to modify intrastate as well as interstate rates. 
Thus, in the Shreveport case, the Supreme Court upheld the constitutionality of a 
Commission decision directing certain railroads operating in Texas to eliminate 
unlawful rate discrimination against interstate commerce between Shreveport, 
La., and certain Texas points‘ and authorizing these railroads to comply with 
the order by increasing certain intrastate rates previously fixed by the Texas 
authorities, 

From then on until 1920 the Commission issued several orders permitting 
railroads and express companies to increase certain specified intrastate rates 
for the purpose of removing discrimination or prejudice against particular 
interstate movements of traffic. 

The 1920 Transportation Act conferred upon the Commission statutory au- 
thority to fix intrastate railroad rates not only when such rates were judged to 
be prejudicial to “persons or localities” in interstate commerce, but also upon 
a finding that they were causing unreasonable discrimination against interstate 
commerce generally.’ 

The prejudice-to-persons-and-places language has been considered to be only 
an embodiment in statutory form of the principles already established by the 
Shreveport case. However, the Commission and the Supreme Court have con- 
strued the additional phrase referring to discrimination against interstate 
commerce as covering the discrimination against or burden upon interstate com- 
merce caused when intrastate rate levels are so low that they fail to contribute 
their proportionate share of the revenues necessary for the maintenance of 
adequate railroad systems. Again, as in the Shreveport case, it is found that 
effective exercise of certain Commission responsibilities, in this instance the 
duty first assigned to it in the 1920 act to exercise its rate powers for the pur- 
pose of achieving adequate carrier revenues and a fair return, necessitated this 
further control over intrastate rates.” 

The Commission has made considerable use of its authority over intrastate 
rates and has ordered increases in the level of such rates, particularly in cases 
where, subsequent to a general rate increase for interstate traffic some States 
have denied carrier requests for similar increases in their intrastate rate levels. 
Several such decisions were rendered following the general interstate rate 
increase of 1920, and the same practice has been followed after the recent 
general increases.* 

Though it is now widely conceded that the predominantly interstate character 
of the railroad system requires some Federal supervision over intrastate rates in 
order to protect rail carriers from undue financial burdens imposed by State 


The situation involved in this case was as follows: Shreveport competes with Dallas 
and Houston for the business of Texas localities between Shreveport and the two Texas 
cities. Shreveport complained that certain commodity rates fixed by the Texas Railroad 
Commission for application between Dallas and Houston and the other Texas localities were 
considerably lower than the class rates applicable over the same railroads between Shreve- 

ort and those Texas localities even where the distances involved were almost equal. 
he Interstate Commerce Commission found that this rate situation resulted in undue 
discrimination pgeinet Shreveport in violation of sec. 3 of the Interstate Commerce Act. 

5 Prior to 1920 the Commission had no statutory authority to prescribe intrastate rates, 
and it therefore could not order intrastate rates to be raised by certain fixed amounts. Its 
usual procedure (which was approved by the Supreme Court in the Shreveport case) was 
to fix reasonable maximum rates for the interstate traffic alleged to be prejudiced by the 
lower intrastate rates and then to direct the carriers to eliminate the discrimination 
against interstate commerce found to exist. Since at that time the Commission’s prescrip- 
tive rate power was limited to the fixing of maximum rates, it could not compel carriers 
to remove a discrimination by reducing the interstate rates below the maximum already 
fixed (though the carriers could do this voluntarily). Hence its order to remove the 
discrimination could only be interpreted as authorizing the carriers to increase the 
intrastate rates. 

* Sec. 13 (4) of the Interstate Commerce Act. Other provisions of the 1920 act authorized 
the Commission to prescribe maximum and/or minimum as well as the exact interstate 
rates. Sec. 13 (4) contains the same broad ms of power with respect to intrastate 
rates, to be exercised, of course, only after the findings of prejudice or discrimination 
discussed in the text had been made. 

7 See Wisconsin R. R. Comm. v. 0. B. € Q. R. R. Co., 257 U. 8S. 563 (1922) ; Florida v. 
U. 8., 292 U. S. 1 (1934). 

® See, for_example, Florida Intrastate Freight Rates, 278 I. C. C. 41 (1950); Alabama 
Intrastate Freight Rates, 274 I. C. C. 439 (1949). 
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authority for purely local ends, and that the Federal Government should not 
allow the flow of interstate traffic to be impeded by preferential intrastate 
rates ; this whole problem, involving as it does the exercise of Federal authority 
at the expense of the States, is still one of some delicacy. Before issuing an 
order adjusting intrastate rates, the Commission attempts to solve conflicts 
with State commissions through cooperative action, and a detailed program for 
joint action in all proceedings involving intrastate rates has been in effect for 
many years.° 

The division of jurisdiction between Federal and State Governments, and the 
hesitancy with which the Federal power is usually exerted, have resulted in an 
awkward and time-consuming procedure. This in turn has led to long delays 
in the adjustment of intrastate rates following general interstate rate increases 
during which time some intrastate rate levels remain on a lower basis than 
that of the increased interstate rates. The question has therefore arisen as to 
whether or not the present procedure under section 13 of the Interstate Com- 
merce Commerce Act is sufficiently expeditious to insure that railroad and 
express company revenue needs from intrastate traffic will be met with reason- 
able promptness. 

In its presentation in the Senate hearings under Senate Rosolution 50, the 
Association of American Railroads submitted detailed examples of the difficulties 
and delays encountered since World War II in the attempts to have the general 
interstate rate increases made applicable to intrastate traffic in certain States.” 

In support of their position that such delays have not been justified, the rail- 
roads pointed out that the Interstate Commerce Commission has found the 
interstate rate increases necessary to offset rising operating costs and that 
these increased costs have been incurred just as much in the movement of intra- 
state traffic as in interstate rail transportation. 


The rail carriers believe that procedural changes would substantially reduce 
the time required for general rate increases to become effective on intrastate 
traffic. Accordingly, they recommended in the Senate Resolution 50 hearings 
certain amendments to section 13 of the Interstate Commerce Act. These formed 
the basis for proposals made by the railroad panel in the cooperative project 
and will be discussed below. 


ACTION OF THE PANELS 


This subject was was first presented to the panels in the form of the following 
proposition : 

“The (Federal) regulatory body should be given exclusive jurisdiction to regu- 
late intrastate rates of interstate carriers.” 

The user panel stressed two considerations in its opposition to the original 
form of this subject. One consideration related to the broad question of a 
Federal versus a strictly centralized system of government. 

Many user panel members believed that the States should retain substantially 
the rate of powers they now exercise in order to avoid too great a concentration 
of authority in the National Government. 

Their second consideration, a practical one, was that the retention of some 
State jurisdiction over intrastate rates insured greater consideration of local 
conditions and problems than would be had if all rate regulation was exercised 
by a Federal agency. The other panels, except the air transport panel, while 
not necessarily concurring in the reasoning of the user panel, also opposed 
the original form of this subject or were willing to see it dropped. The air 
transport panel report indicates the belief of that panel that the Federal 
Government should have exclusive jurisdiction to regulate air transportation. 

However, the user and railroad panels, concerned over the failure of some 
States to agree promptly to the application of general rate increases to intra- 


®Sec. 13 (3) of the Interstate Commerce Act authorizes the Commission to cooperate 
with State commissions. 

See hearings before the Subcommittee on Domestic Land and Water Transportation 
of the Senate Committee on Interstate and Foreign Commerce pursuant to S. Res. 50, 
8ist Cong., 2d sess. (1950), pp. 259-273. Exhibits contained in that testimony indicated 
that, as of February 20, 1950, 15 states had not permitted any of the Ez parte 168 general 
rate increases to ome applicable to intrastate traffic, though the interim and final 
interstate increases in this case had become effective on January 11, 1949, and September 1, 
1949, respectively. Furthermore, the exhibit showed that substantial periods. of time 
ranging from 3 months to more than a year had elapsed before some or all of the earlier 
i poe increases in Hav parte 162 and 166 became effective on intrastate traffic in 
some ates. 
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state traffic and the resulting losses of carrier revenue, sought means of speeding 
up the procedure under which the Interstate Commerce Commission may order 
such general increases in intrastate rates. The railroad panel recommendations 
to accomplish this objective proposed additions to section 13 (4). 

The user panel, which had already proposed an amendment to section 13 (4) 
intended to encourage greater expedition on the part of the Commission when 
States were delaying action on rate cases, agreed to support paragraphs 1 and 2 
of the railroad panel proposal (with changes in par. 1 as indicated below) but 
originally opposed paragraph 3. Later, however, the user panel approved a re- 
draft of that paragraph.” 

The revised proposals for amendments to section 13 (4) are as follows (user 
panel changes in par. 1 italicized). 

“(1) When a State has not rendered a decision on a general increase in 
rates, fares or charges within 45 days after a decision by the Interstate Com- 
merce Commission granting such increase (unless a petition was not filed with 
the State authority before such decision of the Interstate Commerce Commission 
in which case the period shall be extended 45 days from the date of such filing), 
the Interstate Commerce Commission shall be authorized and directed to take 
jurisdiction of the intrastate rates, fares or charges covered by such petition, 
upon the request of an interested party. 

“(2) The Interstate Commerce Commission shall be directed to accord pro- 
ceedings so instituted preference over all other questions pending before it, 
except other general rate-increase cases. 

“(3) In any such proceedings instituted under paragraph la showing that— 


“(a) the level of interstate rates, fares, or charges has been authorized 
to be increased by the Interstate Commerce Commission ; 

“(b) no comparable increases have been authorized for the level of 
intrastate rates, fares, or charges on comparable traffic; and 

“(c) the level of intrastate rates, fares, or charges is lower than that of 
interstate rates, fares, or charges on comparable traffic ; 


shall constitute prima facie evidence that such intrastate rates, fares, or charges 
are not contributing their fair proportionate share to carrier revenues needed to 
secure the maintenance of an adequate system of transportation and that such 
intrastate rates, fares, or charges are causing an unreasonable discrimination 
against interstate commerce.” 

(Nore.—Par. 3 would only apply when a State has not acted, as described in 
par.1. It would not apply in ordinary sec. 13 proceedings. ) 

The investor, pipeline, waterway, highway, and air transport panels have 
approved the above draft. The freight forwarder panel, which has approved 
the first paragraph and opposed the second and third paragraphs as originally 
submitted by the railroad panel, has not acted on the revised version. 

The railroad panel supported the revised proposals but advocated in addition 
that paragraph 3 be made applicable in Commission proceedings which result 
from decisions of State commissions denying a general intrastate rate increase 
following a general increase in interstate rates. (As worded in the revised 
proposals, par. 3 applies only when a State has not rendered a decision within 
the 45-day period prescribed in par. 1.) This recommendation was approved 
by the air transport panel but opposed by user and other panel representatives. 

The revised proposals were originally prepared as amendments to sec. 13 of 
part 1 of the Interstate Commerce Act. When, however, the highway and 
freight forwarder panels indicated their desire to have the same or similar 
provisions written into parts II and IV of the act,” only the user panel objected. 

The user panel’s disapproval of this action was based in part on its belief that 
no need had been demonstrated for legislation to expedite State decisions on 
increases in intrastate common motor carrier or freight forwarder rates. 

In addition, this panel pointed out that part II does not now contain provi- 
sions comparable to section 13 (4) in part I but instead prohibits the Commission 
from fixing intrastate motor carrier rates. 

It thought that the question of whether there should be Federal control over 
intrastate motor carrier rates should be considered separately from this subject, 
which it viewed as a means of expediting State action in cases where such Fed- 
eral control had already been established. 





11 There are two user panel dissents to this entire proposal. 

12The freight forwarder panel asked for application of the first paragraph to pt. IV 
only if it is made applicable to railroads. The waterway panel did not favor extension of 
the proposal to pt. ITI. 
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COMMENTS OF THE POLICY COMMITTEE OF THE BOARD 


‘No action is recommended on the original proposal of this subject. 

We concur in the final panel recommendations for amendments to section 13 
(4) of the Interstate Commerce Act as outlined above, and strongly urge their 
adoption by Congress. They should also be added to parts II (applicable to com- 
mon motor carrier rates only) and IV of the act.“ 

We do not support the additional suggestion of the railroad panel to the effect 
that paragraph 3 of the proposals be made applicable to all general intrastate 
rate cases coming before the Interstate Commerce Commission. 

It should be emphasized, as members of the user and railroad panels have 
stated, that these proposals are not intended to take away any substantive State 
power over intrastate rates except to the extent that they establish Federal regu- 
lation of intrastate motor-carrier rates. 

Their primary purpose is to stimulate prompt State and Federal action on gen- 
eral intrastate rate increases subsequent to general increases in interstate rates. 
Thus, paragraph 1 directs the Interstate Commerce Commission, where a State 
has not reached a decision on a request for a general intrastate rate increase 
within a specified time, to take jurisdiction more expeditiously than that body 
does under the law as now written. 

The final result of Federal intervention is the same as under the present proce- 
dure, only today the Commission may wait months before acting.“ 

Moreover, even after an investigation of intrastate rates has been initiated, 
the Commission has sometimes exhibited a natural reluctance to press the pro- 
ceedings. For this reason, paragraph 2 directs the Commission to give priority 
to these intrastate rate cases.” 

Paragraph 3, in the form which we have approved, takes from the carriers the 
burden of proving financial need for an increase in intrastate rates in procedings 
before the Commission involving general increases when, and only when, the 
States concerned have not reached a decision within the time specified in para- 
graph 1 and the Commission has assumed jurisdiction as directed in that para- 
graph. 

In practice, paragraph 3 would mean that, until the State or other parties 
produce evidence to the contrary, the evidence produced in the original interstate 
general increase case, which presumably convinced the Commission that an in- 
terstate rate increase was necessary, is to be considered equally persuasive by 
the Commission as to the need for increased revenue from the intrastate traffic. 

It is important that the scope of these recommendations be clearly understood. 
The proposals would apply only to those general increases in intrastate rates fol- 
lowing a general interstate rate increase authorized by the Interstate Com- 
merce Commission. 

By general increases are meant those procedeings involving changes in the 
level of freight rates or passenger fares, and not controversies limited to the 
rates on particular commodities or traffic movements. 

Furthermore, none of the proposals would be applicable when a State acts 
within the time specified in paragraph 1, whether this action be a grant or 
denial of an intrastate rate increase. If a State denies an increase, the present 
section 13 type of procedure would be available. 

Earlier in this report we have recommended legislation to speed up Interstate 
Commerce Commission handling of general interstate rate-increase cases. The 
recommendations made under this subject seek a similarly expedited procedure 
in the case of intrastate rates. There is no reason why intrastate traffic should 
not bear its fair share of the rate increases necessitated by increases in wages 
or other operating costs and no justification for delaying decisions on intrastate 
rate adjustments after the interstate increases have become effective. Many 
States permit intrastate increases in railroad rates to go into effect on the same 
day as the interstate increases, and this kind of expedited action should be the 

general rule. 





%3In order to make these changes in pt. II, it will be necessary to repeal the proviso in 
sec. 216 (e) prohibiting the Commission from prescribing intrastate motor carrier rates 
and to incorporate in pt. II provisions similar to sec. 13 (8) and (4) of pt. I. 

% The Commission’s usual practice has been to defer the institution of an intrastate 
rate investigation until the State involved has rendered a decision on the requested rate 
increase or has had more than ample time to do so. 

% Par, 2, as now written, conflicts with language in sec, 15 (7) directing the Commission 
to give the hearing and decision of Vy tegen cases preference over all other pending 
matters. We understand that par. 2 of this subject is intended to give the cases involving 


_— increases in intrastate rates a higher priority than the proceedings referred to in 
he sec. 15 (7) provision, and we approve that intent. 
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We think it vital that all carriers be able to adjust the charges made for their 
services within a reasonable time after they incure increases in their costs of 
doing business; otherwise, they will continue to suffer irretrievable losses of 
revenue merely because of the cumbersome nature of the regulatory eanersaen 
Regulation should not so penalize the persons subject to it. 


RECOM MENDATION OF THE BOARD OF DIRECTORS 


There is substantial approval of this proposal (see three-part proposal under 
action of the panels) and the board regrards is as a desirable addition to the pro- 
visions of the Interstate Commerce Act. 

(Directors George W. Morgan, president, Association of American Ship Own- 
ers, and Edward P. Farley, chairman, American-Hawaiian Steamship Co., not vot- 
ing “in the absence of a formal and considered legal opinion on the constitution- 
ality thereof.” ) 

The board, at its January 14, 1958, meeting, reiterated its support of this policy 
by adoption of the following resolution : 

“Whereas the ICC now has authority under section 13 (4) of the Interstate 
Commerce Act to fix intrastate railroad rates, after full hearing, on a finding 
that they are causing undue, unreasonably, or unjust discrimination against 
interstate commerce, thus enabling the ICC to take jurisdiction as soon as a 
State regulatory body has made a decision as to an intrastate rate or rates; 
and 

“Whereas the ICC can and does frequently result in a particular hardship 
to carriers when general increases in interstate rates have been granted to the 
earriers by the ICC to meet increased operating costs, while requests for corres- 
ponding increases in intrastate rates have been kept pending by State regulatory 
bodies for-periods as long as 18 months: Therefore be it 

“Resolved, That the board of directors commend those State regulatory bodies 
which have cooperated with the ICC and acted with expedition on petitions for 
increases in intrastate rates following granting of general interstate rate in- 
creases ; and be it 

“Resolved further, That the board of directors reiterate its policy position on 
intrastate rates,” 


{Attachment Proposal No. 3] 
CONSOLIDATION OF CARRIERS 


NATURE OF THE SUBJECT 


This subject is concerned with the consolidation’ of carriers of the same form 
of transportation, as distinguished from the integration of carriers by different 
forms considered in chapter 8 (A). 

While combinations of industry, generally, have been subject to publie control 
through judicial enforcement of the antitrust laws, the interest of the Federal 
Government in unifications in the field of transportation, particularly those of 
railroads, has been more active and, since 1920, has sought to promote further 
consolidation rather than to deter it. 

The problems to which the nine proposals in this subject are addressed are 
primarily related to the consolidation of railroads. However, since several 
of the proposals are in the form of amendments to section 5 of the Interstate 
Commerce Act, they technically affect consolidation of all the forms of trans- 
portation subject to that section of the act.’ 





1In this discussion, the terms ‘unification’? and “consolidation” will be used inter- 
changeably and will cover the combination of carriers by whatever means accomplished, 
whether by merger, technical consolidation, sale of assets, lease, acquisition of stock, or 
by other means. These different transactions, of course, result in varying degrees of 
unification. This use of the word “consolidation” as a generic term rather than as a term 
referring to a particular method of combining two or more corporations follows the 
terminlogy adopted by the panels. 

2Sec. 5 of the Interstate Commerce Act contains the statutory provisions relating to 
the unification of railroads and express companies, motor carriers, and domestic water 
carriers. All common and contract carriers of the above-listed types that are engaged in 
interstate commerce must comply with the provisions of sec. 5 before effecting any unifica- 
tion, and unifications duly approved by the Commission are exempted from the antitrust 
laws. Oil pipeline carriers and freight forwarders are not within the scope of sec. 5 and 
hence may effectuate unifications without Commission authorization. However, such 
transactions are uniformly subject to the antitrust laws without any possibility of 
exemption. 
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These proposals are intended to eliminate more or less procedural difficulties 
encountered in railroad consolidations. To the extent that they are enacted 
into law as. part of section 5, they would tend to prevent the future appearance 
of similar questions in the field of motor and water carrier unification. The 
purpese of the other proposals considered under this subject would be to stimu- 
late further railroad unification. 

The passage of the Transportation Act of 1920 has often been said to mark a 
decisive change in the philosophy of Federal regulation of railroads. With this 
legislation the Federal Government took an interest in and assumed a respon- 
sibility for the adequacy and financial well-being of the railroad system roughly 
commensurate with the growing number of restrictive powers over railroad ac- 
tivity which the Federal Government had exercised during the previous 30 
years. The railroad-unification provisions of the 1920 act were one example 
of this change in policy. 

From the passage of the Sherman Act in 1890 until 1920, railroad unifica- 
tions had been impeded by the threat of antitrust prosecutions, and the pre- 
vailing public policy was aimed at preventing railroad combinations. 

The 1920 act reversed this policy by providing for antitrust immunity to 
unifications approved by the Interstate Commerce Commission and attempted 
to set up a detailed scheme for the consolidation of railroads into a limited 
number of systems. The Commission was directed to prepare a national con- 
solidation plan to which all unifications resulting in the single ownership and 
operation of two or more railroads were required to conform in order to be 
exempted from the antitrust laws. 

The Commission soon became doubtful as to the wisdom of the consolidation 
plan provisions, and only after Congress had for several years failed to act on 
the Commission's pleas for relief from the duty of preparing a plan did the Com- 
mission in 1929 publish the so-called final plan.* 

The arrangement of rail systems described in the plan was not considered 
permanent, for the Commission felt free to modify the plan where necessary to 
bring it into agreement with later unification proposals. 

In spite of this flexibility the consolidation plan did not stimulate railroad 
consolidation. There were many causes for the failure of large-scale railroad 
consolidation to materialize after 1920. Among them were the fear of railroad 
labor that consolidation might mean loss of employment, reluctance on the 
part of executives who might be displaced, and the opposition of particular 
communities to loss of competitive railroad service. Certainly also the statu- 
tory standards which the Commission was directed to follow in preparing the 
plan and which were taken as guides by the Commission in judging all unifica- 
tions until their repeal in 1940 proved to be deterrents to railroad unifications 
during a period (the twenties) otherwise favorable to railroad combination. 

These standards emphasized the preservation of railroad competition and 
existing channels of trade to the greatest extent possible and the creation of 
railroad systems of equal earning power through the unification of weak and 
strong carriers.° 


® Under the 1920 act unifications other than those which brought single ownership and 
operation of previously separate properties, including such transactions as avqaninltion of 
stock control and leases, could be approved by the Commission (and be exempted from the 
antitrust laws) without reference to the consolidation plan. Furthermore, it was possible 
to effectuate any kind of railroad consolidation without any Commission supervision or 
control, but such transactions were not exempt from the antitrust laws. Amendments to 
the Interstate Commerce Act in 1933 changed this situation by forbidding any railroad 
unification unless approved by the Commission and by requiring all unifications to conform 
to the consolidation plan. 

*As required by the 1920 act, the Commission released a tentative plan in 1921, the 
purpose of which was to serve as a basis for hearings on the final plan. 

It was believed in 1920 that unification of weak and strong roads was necessary in order 
to preserve the so-called weak lines which in spite of their weakness were furnishing 
essential transportation service. Furthermore, such unifications were intended to insure 
that all carriers earned roughly the same rate of return under a uniform level of rates 
(the same purpose was reflected in the recapture provisions). Consolidation of weak and 
stong: carriers has recently been urged in a study prepared by the Brookings Institution 
for the Commission on Organization of the Executive Branch of the Government (the 
Hoover Commission). Such an approach assumes that the proper solution in substantially 
all cases for the weakness of a railroad is to combine that road with a stronger one. 
Admittedly there are some circumstances in which the consolidation of a weak line with 
a strong one results in a stronger or better balanced single carrier, and in reduction in 
operating costs, with consequent benefit to the security holders, the carriers involved, and 
to the public. However, there is no reason to believe that all of or most of such combina- 
tions would have these happy consequences; nor are the causes of weakness necessarily 
eliminated because the weakness is hidden in another railroad’s surplus. On the con- 
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However desirable such objectives may have appeared in 1920, before the rise 
of competing forms of transportation, they are not likely to produce the unfica- 
tions best designed to reduce operating costs. 

Awareness of the necessity for eliminating wasteful railroad operations and 
achieving economics came gradually with the depression and the continued 
growth of new forms of transportation.* 

This, in turn, led a decrease in emphasis on the maintenance of competition 
and the combination of weak and strong railroads as criteria of desirable uni- 
fications. Finally in 1940 the consolidation plan provision and the standards of 
consolidation that went with it were repealed, and the Commission has since 
then been free to approve any proposed unification which is found to be con- 
sistent with the public interest and which satisfies certain other requirements. 

The recent history of the regulation of railroad unifications demonstrates a 
continuing interest on the part of the Federal Government in the encourage- 
ment of voluntary unifications. Both the 1920 and 1940 Transportation Acts 
freed such transactions from restrictive legislative provisions. Nevertheless, the 
Interstate Commerce Act still contains certain requirements which hamper the 
achievement of railroad unifications and lacks certain other provisions which 
would facilitate consolidation. The purpose of the proposals in this subject is to 
remedy these defects. 


ACTION OF THE PANELS 


The investor panel, believing that further railroad unification would produce 
such benefits as greater operating efficiency, elimination of duplicating facilities, 
and routes, and more diversified sources of traffic, put forward a number of pro- 
posals in the hope that they would facilitate the achievement of voluntary con- 
solidation. The majority of the panel opposed compulsory consolidation and 
thought that the preparation of consolidation plans by the Federal Government 
or detailed statutory standards as to the type of consolidation to be sought are 
not in keeping with its goal of voluntary consolidation. 

A minority in the panel, as is stated in the investor panel report, felt that 
railroad consolidations of sufficient scope might not occur without the use of 
some compulsion. 

Both the railroad and user panels gave extensive consideration to this sub- 
ject. Their general approach has been similar to that of the investor panel, i. e., 
emphasis on the desirability of eliminating all obstacles to voluntary consolida- 
tion but opposition to any type of forced unifications. 

The highway, waterway, air transport, pipeline, and freight forwarder panels 
have not deemed it necessary to take positive positions on the proposals of this 
subject. None of them has opposed any of the proposals, nor have they sug- 
gested any legislative change with respect to unification within their own forms 
of transportation. 

Proposal 1: The Interstate Commerce Act should be amended to include an 
express declaration of congressional policy. 

(a) Favoring railroad consolidations (and coordinated use or pooling of 
railroad facilities)’ which will result in operating economies, improved service, 
or are otherwise in the public interest ; and 

(b) Providing that the regulatory authority shall not refuse to approve a pro- 
posed consolidation.which is otherwise in the publie interest because such con- 
solidations will or may lessen or eliminate competition between or among petition- 
ing railroads. 

In presenting this suggestion for a declaration of consolidation policy, the in- 
vestor panel pointed out that section 5 of the Interstate Commerce Act now con- 


trary, it would appear more probable that hiding the weakness would tend to perpetuate it. 
If the weakness is basically financial, reorganization, higher rates, or adjustment of the 
divisions of joint rates, or even other remedies may be called for. If the weakness is due 
to loss of traffic, abandonment or partial discontinuance of operations coupled in some 
cases with consolidation may be the answer. Elsewhere in this project liberalization of 
railroad abandonment regulation in the case of unprofitable operation is recommended. 

®The Emergency Transportation Act of 1933, with its provision for a Federal coordinator 
charged with the duty of seeking to improve railroad efficiency and avoid waste, is one 
example of the change in the approach of Congress. 

7In presenting its original proposals, the investor panel noted that railroad coordination 
in many cases would produce the same beneficial results as consolidation though on a 
smaller scale. Accordingly the panel included coordination in this proposal and in 
proposal 5. Later, the interested panels agreed that all questions of coordination should 
be eliminated from this subject. 
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tains no language directing the Interstate Commerce Commission to look with 
favor upon consolidation activity. The panel thought that the Commission has 
tended in some cases to focus its attention on the statutory limitations and 
conditions in section 5 and to forget the long-term benefits of consolidation. 

In addition, members of the investor panel wished the law to contain a state- 
ment of the criteria of a desirable unification for the guidance of the regula- 
tory authority. In its opinion, the Commission might continue to hesitate to 
approve consolidations which reduced competition, and it felt that a lessening of 
competition between railroads would be one of the principal sources of the operat- 
ing economies and efficiency sought through consolidation. 

The user panel favored proposal 1 for the same reasons generally as the in- 
vestor panel. The railroad panel, on the other hand, did not see any necessity 
for a declaration of policy and recommended deletion of proposal 1 on the grounds 
that raising the question of consolidation policy at this time might lead to recon- 
sideration and enactment of planned or compulsory consolidation. 

After further consideration the user, railroad, and investor panels agreed to 
recommend, in place of the declaration of policy set out in proposal 1 above, that 
language referring to the advantages of consolidation be added to section 5 (2) 
(c) of the Interstate Commerce Act which now lists other considerations to be 
kept in mind by the Commission in approving or disapproving a consolidation. 
As amended, section 5 (2) (c) would read as follows (new language in italic) : 

“In passing upon any proposed transaction under the provisions of this para- 
graph (2), the Commission shall give weight to the following considerations, 
among others: (1) the desirability in the public interest of economies, simplifi- 
cations, operating efficiency, and other advantages which may reasonably be 
predicted to result from the proposed transaction; (2) the effect of the proposed 
transaction upon adequate transportation service to the public; (3) the effect 
upon the public interest of the inclusion, or failure to include, other railroads 
in the territory involved in the proposed transaction; (4) the total fixed charges 
resulting from the proposed transaction; and (5) the interest of the carrier 
employees affected.” 

Proposal 2: Section 5 (11) of the Interstate Commerce Act should be amended 
to provide that, where stockholder approval is required before a consolidation 
can be put into effect, such requirement shall be satisfied, regardless of any 
State law to the contrary, if the consolidation is approved by a specified per- 
centage of the stockholders at a stockholder meeting or by written assents. 

Question: Should such specified percentage be (@) a majority of all of the 
stockholders entitled to vote, (b) two-thirds of the stockholders actually voting, 
or (c) some other specified percentage? 

The purpose of this amendment is to supersede State law specifying the extent 
of stockholder approval necessary to ratify a unification and to provide a stand- 
ard rule to apply in all cases. It was the investor panel’s view that the diversity 
of State law on this question and the unduly high percentage of affirmative votes 
required in some States are an unnecessary handicap to consolidation, particu- 
larly since the Interstate Commerce Commission before approving a proposed 
consolidation reviews the terms of the transaction to make sure that all security 
holders are treated fairly. Both the user and railroad panels have approved this 
proposal. 

In answer to the question under proposal 2, the investor panel suggested that 
the specified percentage referred to should be two-thirds of the stock actually 
voted, but not less than a majority of all the stock entitled to vote, provided 
that, if 75 percent of the stock is held by fewer than 25 holders, the Commission 
should be authorized to increase the percentage requirements to such amount as 
it shall determine to be in the public interest. The railroad panel advocated 
that the percentage of stockholder approval required should be simply a majority 
of all stockholders entitled to vote. The user panel report takes no final position 
on this question. 

Proopsal 3: Section 5 (11) of the Interstate Commerce Act should be amended 
to provide that no stockholder of any carrier participating in any consolidation 
approved by the regulatory authority and voted as required in proposal 2 shall, 
regardless of any State law to the contrary, be entitled to receive anything for 
his shares other than as provided in the consolidation plan approved by the 
regulatory authority. 

This amendment would prevent minority stockholders dissenting to an ap- 
proved consolidation from exercising appraisal rights or liquidation pref- 
erences under State law. The statutory change proposed would insure con- 
tinuance of an interpretation of section 5 (11) already made by the Supreme 
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Court. The proposal has been approved by user, investor, and railroad panels. 
Proposal 4: Section 5 (2) (d) of the Interstate Commerce Act should be 
amended to provide that the regulatory authority may not, as a condition of its 
approval of a consolidation, require the inclusion in such a consolidation of an- 
other railroad or other railroads in the territory except upon a finding by the 
regulatory authority that such inclusion is required in the public interest. 

Question. Should the regulatory authority also be required to find that such 
inclusion of another railroad is in the best interests of the consolidated property? 

The investor panel noted several cases in which the Interstate Commerce 
Commission has required the parties to a consolidation, as a condition of its 
approval, to include in the unification certain short railroad lines operating in the 
same territory. Several of these decisions involved only intercorporate simplifi- 
cation, and the transcations in issue would not, this panel believed, have resulted 
in injury to the short lines in question. In the opinion of the investor panel, 
this action should not be taken by the Commission unless such inclusion is 
required in the public interest.’ 

In addition, by posing and answering “Yes” to the question under proposal 4, 
the investor panel stated that the Commission should find the inclusion of another 
line to be in the best interests of the consolidated properties before imposing 
such a condition. Members of this panel could see no reason for requiring the 
dissipation of the economies of a consolidation through the compulsory support 
of impecunious lines, particularly since the Commission can in most cases protect 
such lines from loss as the result of a unification by ordering that existing 
gateways and through routes be kept open. Finally, the investor panel believed 
that, though forced inclusion of other carriers in a consolidation may be con- 
sistent with a consolidation policy looking toward a limited number of railroad 
systems based on a consolidation plan, it is a power to be used sparingly, if at 
all, in a regulatory scheme which emphasizes voluntary consolidation. 

The user panel approved the proposal and (with three dissents) answered 
“Yes” to the question. The railroad panel has opposed the proposal and answered 
“No” to the question. 

Proposal 5: Section 5 (11) of the Interstate Commerce Act should be amended 
to provide that a carrier be permitted to operate in a State pursuant to an order 
of the Interstate Commerce Commission approving a consolidation or other 
transaction by any of the carriers participating therein. 

The purpose of this proposal is outlined in footnote 10. Proposal 4 has been 
approved by the investor, railroad, and user panels. 


COMMENTS OF THE POLICY COMMITTEE OF THE BOARD 


The proposals of this subject were predicated on the assumption that some- 
thing can be done to stimulate voluntary railroad unifications both by removing 
procedural handicaps and by encouraging the carriers to seek desirable con- 
solidations. The primary goal of consolidations is, of course, the achievement 
of economies, more efficient operating conditions, and the elimination of unneces- 
sary duplications of line and equipment, but we do not feel that the need for 
consolidation, though indicated by the multiplicity of rail carriers and the exist- 
ing of parallel competing lines and duplicative terminal plant, is so urgent that 
wide-scale consolidation must be ordered by the Federal Government. The full 
use of and, in some cases, the strain on the capacity of the railroad system 
during the emergency period of the last 10 years indicates that estimates of the 
need for immediate consolidation based on excess capacity may have been some- 
what overstated in the past. Many of these studies were made in the depres- 
sion years, when traffic volume was abnormally low. Hence, their complete 
validity as of today is open to some question. 

Proposal 1: We are impressed with the reasoning of the investor and user 
panels in advocating a declaration of railroad consolidation policy. Section 5 
of the Interstate Commerce Act is clearly deficient in that it fails to stress or 
even mention the desirable results to be gained from proper unifications, but we 
think this deficiency can be better remedied by the amendment to section 5 
(2) (ec) of the Interstate Commerce Act agreed to by the railroad. user, and 
investor panels than by a declaration of policy. Section 5 (2) (c), as now 


8The Supreme Court has held that such State-granted rights ‘‘do not survive” a sec. 5 
transaction which has been approved by the Interstate Commerce Commission (Schwabacher 
v. U. 8., 334 U. 8. 182 (1948). 

® Sec. 5 (2). (d) of the Interstate Commerce Act now permits the Commission to order 
the inclusion of another railroad if this action is consistent with the public interest. 
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written, lists public-interest factors which may require denial of a consolidation 
or the imposition of restrictive conditions without any counterbalancing directive 
as to elements of the public interest which may be furthered through consolida- 
tion. It is, therefore, only appropriate that this section be expanded to include 
language referring to the economies, operating efficiency, and other advantages 
which consolidation may produce. 

It is our understanding that this recommendation is intended by the panels 
to take the place of both parts (a) and (0b) of proposal 1. While the recom- 
mendation does not cover the substance of part (6), which would expressly 
provide that no railroad consolidation otherwise in the public interest should be 
denied because of the elimination of competition between the consolidating 
carriers, we do not think that any such addition to the law is necessary. 

The Transportation Act of 1940 repealed language in section 5 of the Inter- 
state Commerce Act indicating that railroad unifications were to preserve existing 
competition as fully as possible. Thus Congress has already demonstrated its 
intent to subordinate considerations of competition to other factors of the public 
interest.” 

We are not aware that the Interstate Commerce Commission has failed to 
recognize that intent. Therefore, there would seem to be little to be gained by 
reopening what was once a very controversial subject. 

Proposal 2: The position taken by the interested panels on the main proposal 
to supplant varying State voting requirements for stockholder approval of a 
consolidation is right, and we support the investor panel recommendations on 
the question under proposal 2 that the percentage of stock approval required for 
ratification of a unification be two-thirds of the stock actually voted but not 
less than a majority of the stock entitled to vote; provided that, if 75 percent 
of the stock is held by fewer than 25 holders, the Commission may increase the 
percentage requirements to such amounts as it shall determine to be in the public 
interest. 

Proposals 3, 4, and 5: We favor the enactment of proposal 3 (relating to the 
rights of dissenting stockholders) ; proposal 4, including an affirmative answer 
to the question ‘(this proposal concerns compulsory inclusion of other railroads 
in a consolidation) ; and proposal 5 (relating to the powers of foreign carrier 
corporations to conduct business within certain States). 


RECOMMENDATION OF THE BOARD OF DIRECTORS 


The board supports the four PCB proposals shown below as being of value 
in the encouragement of voluntary consolidations. 

The board notes that none of these recommendations affect the consolidation 
provisions in the Interstate Commerce Act relating to the protection of labor. 

1. Language referring to such advantages of consolidation as operating econ- 
omies and improvements in service shall be added to that section of the Inter- 
state Commerce Act (sec. 5 (2) (3)) which now lists other considerations 
to be kept in mind by the Interstate Commerce Commission in deciding whether 
to approve or disapprove a consolidation. 

2. A consolidation approved by the Commission shall become effective upon 
approval by the holders of two-thirds of the stock of each of the unifying 
companies actually voted but not less than a majority of the holders of the 
stock entitled to vote, provided that, if 75 percent of the stock of any of 
the unifying companies is held by fewer than 25 holders, the Commission 
may increase these percentage requirements with respect to such unifying 
companies. 

3.* Stockholders affected by a consolidation approved by the Commission 
and by the requisite percentage of stock (see 2 above) shall not be entitled to 
receive anything for their shares other than is provided in the consolidation 
plan. 

4. The Commission shall not, as a condition of its approval of a consolidation 
except after finding that such inclusion is required in the public interest and 
is in the best interests of the consolidated property. 


1 The significance of the absence of language referring to competition in the general 
unification provisions of the Interstate Commerce Act is heightened by the faet that 
Congress has retained language forbidding undue restraints on competition in railroad- 
motor carrier unifications. (See sec. 5 (2) (b).) 

1The board, at this meeting on January 14, 1958, voted to remove proposal No. 3 as no 
longer necessary. 
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5. The Interstate Commerce Act shall be amended to provide that a car- 
rier permitted to operate in a State pursuant to a Commission order approving 
a consolidation shall have all powers within such State than any of the car- 
riers participating in the consolidation in question had in such State prior 
to the consolidation. 


[Attachment Proposal No. 4] 
TRANSPORTATION Excise TAXES 
NATURE OF THE SUBJECT 


The so-called transportation excise taxes refer to the following: the 10 
percent that users of public transportation facilities see added to their pas- 
senger fares when traveling for either business or pleasure purposes; the 
extra 3 percent that shippers must pay on freight bills received from for-hire 
carriers ; the 4144 percent of revenue received for moving petroleum that pipelines 
must turn over to the Government; and the 4 cents per short ton added on public 
carriers’ charges for moving coal. These taxes are imposed by sections 4261, 
4271, and 4281 of the Internal Revenue Code (1954). 

Figures released by the Internal Revenue Service show that in the fiscal 
year 1957, the Federal Government collected over $727 million from these 
taxes, broken down as follows: 

Passenger, $222 million; freight, including coal, $468 million; and oil by 
pipeline, $37 million. 

Since the end of World War II, the Government has collected more than 
$7.5 billion from these levies. 

The original purpose of these special excise taxes was twofold. One was 
to help fill revenue needs as a temporary measure. The other, particularly 
in the case of the passenger tax, was to discourage the general public from 
using public carriers during World War II, as their services were being utilized 
to the limit to handle essential civilian traffic and the huge volume of defense 
traffic. 

To illustrate this tremendous wartime demand, our public carriers quadrupled 
their passenger-mile count, while auto travel was being cut by more than a third. 

The freight tax likewise tended to act as a deterrent to nonessential use of 
public carriers, who were being called on to handle more than twice their prewar 
volume of traffic with no appreciable increase in equipment to do the job. 

Despite the fact that the specific reasons for enacting these excise taxes have 
disappeared, Congress has made only one overall change in them since the end 
of (World War II. That was the reduction in 1954 of the tax on passenger 
fares from 15 percent to 10 percent. 

Yet, for our public passenger carriers by air, railroad, and bus, the situation 
today is just the opposite from World War II. We now find all these essential 
modes of public transportation operating far below the maximum capacity they 
could operate and still provide adequate service. 

Similar emergency excise taxes imposed during World War I were repealed 
effective January 1, 1922, about 3 years postwar. Our neighbor Canada repealed 
its World War II 15-percent passenger transportation tax in March 1949, about 
3% years postwar. 

The 84th Congress did make two changes, even though they were limited to 
partial relief from the passenger tax. One was the repeal of the 10-percent tax 
on travel on trips to the Caribbean, Central America, Hawaii, and Alaska, plus 
points 225 miles or more beyond the United States border into Canada and 
Mexico. The other was an increase in the maximum fare exemption from 35 cents 
to 60 cents. 

One of the objections raised against the passenger tax is that it is a deterrent 
to travel by public carrier. It is difficult to say exactly how much of total 
travel is handled by public carriers, who must add the 10-percent tax to their 
fares while their competitors, the private automobiles and planes, are exempt. 

It is estimated that roughly 15 percent of pleasure and 42 percent of business 
travel is done on public carriers. 

The very low figure for pleasure travel by public carrier, as compared to 
business travel, clearly indicates the importance of the cost factor. 

In other words, whether you use a public carrier depends quite often on 
whether you must pay the cost yourself or whether you can put it on an expense 
account. 
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It should not be overlooked that the 10-percent tax on travel is a tax-deductible 
operating expense when paid for business purposes. While no reliable figures 
are available showing how much travel on public carriers is for business reasons, 
a partial estimate can be made. 

A 1954 survey of travel by families with an annual income of $5,000 or more 
showed that members of 52.5 percent of them made one or more business trips a 
year. The average yearly expenditure per family was $490. 

If these figures are applied to the present $5,000-plus income family group 
and the estimated portion of the total expenditures that go to public carriers 
are likewise applied, we find that the 10-percent tax would exceed $54 million. 

This large sum represents a tax-deductible expense that very likely will be 
partially absorbed by the Federal Government in the form of lower business 
income tax revenues. 

The amount of the income-tax loss would depend on how much of the excise 
tax could be passed on to the consumer. If none of it could be passed on, the 
Government’s share would range from 30 percent to 52 percent for corporations 
who make a profit. 

Another objectionable feature of the 10-percent passenger tax is that it is a 
regressive form of taxation; that is, its burden is greater on the low-income 
groups. 

While the average income of American families has increased sharply in the 
last decade, we still have more than 14% million families, representing over 49 
million people, that earn less than $3,000 per year. 

Such low-income groups undoubtedly have to lean heavily on public carriers 
for any travel needs. 

In addition to the discrimination that the 10-percent passenger-tax places on 
our low-income groups, it is also discriminatory in other ways. Since it is a 
percentage form of taxation, it discriminates against travelers going greater 
distances, because their fare is greater. 

it discriminates against carriers who charge higher fares. 

Finally, it discriminates against for-hire public carriers in favor of private 
earriers who do not have to pay the tax. 

An equally large number of objections are raised against the freight taxes, 
many of which are similar to those applicable to the passenger tax. In this case, 
these taxes clearly represent a levy on a necessity—the flow of goods through- 
out the economy—as compared to taxes on so-called luxuries or nonessential 
things. 

At first glance, it would appear that the 10-percent passenger tax is much 
higher than the 3-percent tax on general freight and 414 percent tax on petro- 
leum movements by pipeline. Because of the cumulative nature of these freight 
taxes, however, they are much larger and much more burdensome than they 
may appear to be. 

Since the transportation function must be performed a number of times in 
the transition of raw materials to finished products and in the final distribu- 
tion to consumers, these taxes tend to pyramid. 

In other words, they add another cost at each stage of production or distribu- 
tion, tending not only to increase the price of the product at the retail level, but 
also tending to increase freight rates as the values of the articles being trans- 
ported are forced upward by each application of the taxes. 

The fact that the taxes are imposed as a percentage of the freight charge 
presents particularly serious problems to distant shippers, who must pay a 
higher tax on an already higher freight bill. 

Since general freight-rate increases also are being made on a percentage 
basis, these same shippers find themselves in constant danger of being priced out 
of competitive markets. 

This percentage feature also finds all shippers paying twice in general rate 
increases—once in the form of higher costs for actual transportation services, 
which are usually the result of higher carrier costs, and again in the form of 
higher taxes because of the larger tax base. 

One of the principal objections to the freight taxes is that they offer an in- 
ducement to divert traffic to nontaxable private transportation, especially in 
areas where transportation is a major cost factor or where profit margins are 
very small. 

As in the case of the 10-percent tax on business travel, the taxes on freight 
transportation are tax deductible expenses that have the effect of reducing 
taxable net income unless they can be passed on to the consumer. 
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Several other factors can be mentioned. One is that carriers are called on to 
collect the 3-percent freight and 10-percent passenger taxes for the Government 
at their own expense, and it is a considerable one, running into millions of 
dollars. 

Carriers such as freight forwarders who handle a large number of small ship- 
ments find this particularly burdensome. 

Another point is that the taxes do not apply to transportation performed by 
the Federal Government, which is of sizable scope. For example, shipments 
by parcel post are favored over Railway Express and small shipments by other 
carriers. 

RECOMMENDATION OF THE BOARD OF DIRECTORS 


The board, recognizing the overwhelming support of all segments of the trans- 
portation industry, including users, for repeal of these excise taxes, voted 
unanimously in favor of the association’s having a position calling for complete 
repeal of all the Federal excise taxes on transportation services. 


{Attachment Proposal No. 5] 
ILLEGAL For-Hrre CARRIAGE 


NATURE OF THE SUBJECT 


In 1953 with the passage of the Motor Carrier Act, later incorporated into the 
Interstate Commerce Act, transportation by motor vehicle became subject to 
regulation. 

The act defined common, contract and private motor carriers and spelled out 
certain exemptions from regulation in the first two groups. It defined a private 
motor carrier, now in section 203 (a) (17), as any person not included in the 
definitions of a common or contract carrier, who transports property by motor 
vehicle of which he is the owner, lessee or bailee, when such transportation is 
for the purpose of sale, lease, rent, or bailment, or in furtherance of any com- 
mercial enterprise. Such private carriers were subjected to safety regulation 
only. 

Since 1935 there have been brought in issue many borderline cases which have 
required the Interstate Commerce Commission and courts to distinguish be- 
tween private and for-hire motor carriage and to determine into which status 
the carrier in question in a particular case would fall. 

In determining whether an applicant is, in fact, a private carrier the con- 
trolling factor has become established as the primary business of the operator 
in each instance. 

The test of whether compensation may be received for transportation in de- 
livering his products or in transporting products he has purchased for his own 
use, has not been held to be the controlling issue affecting his status as a private 
carrier. 

Since 1953, the ICC has called attention to the growth of several types of 
pseudoprivate carriage which it claims are subterfuges for engaging in for-hire 
transportation without proper authority. 

These have fallen into several categories: So-called buy-and-sell activities of 
carriers who evade regulation by buying nonexempt articles for transport in both 
directions, or by combining transportation of exempt commodities in one direc- 
tion with the buy-and-sell practice in the other; or on the backhaul by a private 
carrier delivering his own goods in one direction only. 

The ICC has proposed a bill to deal with this problem, and a number of other 
proposals dealing with this subject have been made by various governmental and 
other groups. 

To deal with various types of leasing practices which the Commission also 
considered detrimental to the stability of the industry, it has published rules 
governing leases of vehicles, except those engaged in transporting agricultural 
commodities. These finally became effective as of April 2, 1957. 

They are beyond the scope of this report. 


ACTION OF THE PANELS 


Following meetings of small groups of representatives from the user, highway, 
railroad, and waterway panels, and consideration of proposals made by individ- 
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uals in the for-hire and private-carrier industry, as well as the ICC, the proposal 
as set forth below was developed and submitted to the panels for review and 
opinions. 

It does not change the definition of a private carrier in section 208 (a) (17) 
but adds a new subsection—section 208 (c). 

Its wording is intended to conform to the primary-business test. It is an 
attempt to aid the Commission by giving more speeific authority to deal with the 
problem of pseudoprivate operators, while not interfering with the principles 
established by the courts. 

The carriage of agricultural products is specifically exempted from its pro- 
visions. 

“Section 203 (c). Except as provided in section 202 (c), section 208 (b), in the 
exception of section 208 (a) (14), and in the second proviso of section 206 (a) 
(1), no person shall engage in any transportation business for compensation, by 
motor vehicle, in interstate or foreign commerce unless there is in force with 
respect to such person a certificate or a permit issued by the Commission author- 
izing such transportation, nor shall any person in any other commercial enterprise 
transport property by motor vehicle in interstate or foreign commerce unless such 
transportation is solely within the scope and in furtherance of a primary busi- 
ness enterprise (other than transportation) of such person.” 

This proposal was developed within the TAA basic ground rule that “there 
should be no legislative restriction against private carriers (the user performing 
transportation of his own goods for his own account) except for safety purposes.” 

This legislative proposal was supported by 5 (user, investor, freight forwarder, 
highway, and rail) of TAA’s 8 permanent advisory panels. The other three 
panels (air, pipeline, and water) said they would have no objection to the 
proposal. 

The user panel supported the proposal by a vote of 29 to 15. The highway 
panel, which contains representatives of common, contract, and private motor 
carriers, supported the proposal, with two private carrier representatives op- 
posing it. 

The pipeline panel, while not objecting to the proposal, requested that it be 
made clear that the parenthetical phrase “(other than transportation)” near 
the end of this suggested proposal, in effect, refers to transportation by motor 
vehicle. This panel pointed out that a technical interpretation of these words 
as shown might prohibit them and possibly other types of carriers from trans- 
porting their own freight by motor vehicle. 


RECOMMENDATION OF THE BOARD OF DIRECTORS 


While final panel consideration of the proposal was not completed at the time, 
the board, after stating its belief that the proposal does not violate the TAA 
ground rule against legislative restriction of true private carriage, voted at its 
April 9, 1957, meeting to adopt it as a policy position, provided there was 
unanimous acceptance, or at least no objection from any panel. 

This early action was necessary since legislation on this subject was slated 
to be considered the following month, or between board meetings. 

Since the panels all approved or did not object to the proposal within the next 
few weeks, it became policy in time for presentation at the May hearings before 
the Senate Commerce Committee. 

Subsequent to adoption of this proposal, Congress passed legislation to redefine 
contract motor carriage in the Interstate Commerce Act. One of the provisions 
of this new statute was as follows: 

“Section 203 (c). Except as provided in section 202 (c), section 203 (b), in 
the exception in section 203 (a) (14), and in the second proviso in section 
206 (a) (1), no person shall engage in any for-hire transportation business by 
motor vehicle, in interstate or foreign commerce, on any public highway or 
within any reservation under the exclusive jurisdiction of the United States, 
unless there is in force with respect to such person a certificate or a permit 
issued by the Commission authorizing such transportation.” 

The board, at its October 3, 1957, meeting, after noting that this new subsection 
was almost identical to the first portion of TAA’s policy, voted to bring the latter 
into conformance with the newly adopted subsection. 

Thus, it deleted the words “in any transportation business for compensation” 
in favor of the new statutory wording “in any for-hire transportation business,” 
and voted to seek addition of the following clause at the end of section 203 (c) : 
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“nor shall any person in any other commercial enterprise transport property by 
motor vehicle in interstate or foreign commerce unless such transportation is 
solely within the scope and in furtherance of a primary business enterprise 
(other than transportation) of such person.” 


{Attachment Proposal No. 6] 
Pusiic AID 


NATURE OF THE SUBJECT 


One of the most controversial subjects dicussed by the various panels was that 
of public aid. It has been customary in our country for Federal, State, and 
local governments to give aid of one kind or another, directly or indirectly, to 
several forms of transportation in their youthful periods. 

The philosophy back of such aid has been somewhat akin to that of support 
for a young industry through tariff protection. The railroads in their early 
days often received some indirect aid locally, some aid from State sources and, 
in the case of the land-grant railroads, Federal help as well. 

In the latter case there was a condition attached, namely, that such roads 
earry freight and passengers for the Government at lower rates than those 
charged to the general public. Congress in 1947 recognized that these preferen- 
tial rates had more than offset the value of its land grants and it then repealed 
the condition. 

During the past 30 years the new and fast-growing trucking industry has 
received aid from local, State, and Federal governments in the form of highways 
which it could use, at first at relatively nominal charges and then through periods 
of heavier and heavier charges until the trucking industry now believes that 
highway carriers pay their fair share of the cost of building and maintaining 
the highways which they use. Their competitors, the railroads, do not share 
this view. 

The airline industry required a stated Government policy in favor of specific 
subsidy over and above the building, maintaining, and operating by the Govern- 
ment of airways which the airlines could use without charge. A series of acts 
from 1920 on culminated with the major air transport act, the Civil Aeronautics 
Act of 1938. This act was patterned in part on the old maritime subsidy methods 
of making up estimated deficits through overly heavy payments for the carriage 
of the mail, it being clearly understood that such payments were for more than 
earrying the mail. They made available a subsidy considered necessary to 
tide a young industry over its youthful period. It is generally agreed that the 
philosophy behind the law was that such aid would be needed only during the 
period of youth and that the industry should be fostered steadily toward a state 
where it would no longer need such mail-pay subsidy. In addition to such subsidy 
mail payments and to the free use of the airway facilities, the airlines early re- 
ceived public aid in the form of airport facilities on which they were often not 
expected to pay their full allocable share of the cost. 

History is full of instances of both private enterprise and Government enter- 
prise in the building of inland water transportation facilities. It has been 
national policy for more than 70 years that expenditures by the Federal Govy- 
ernment for the improvement of domestic waterways not be reimbursed to the 
Government by the users of such waterways. And after World War I Congress 
undertook an extensive program of expansion of the physical facilities for inland 
water transportation. 

Although all citizens and companies receive some benefits from Government 
which they do not pay for directly, there does not now appear to be any significant 
public aid to the railroads or to the pipelines, There is public aid to inland water- 
way carriers and to air carriers, and there is argument as to whether public aid 
exists for some highway carriers, but ageement that none should exist. 

Controversy in regard to highway operations centers not so much on whether 
the total amount of money now paid by all highway users equals or exceeds that 
spent by Government on the highways but upon the question of whether private 
passenger cars and small trucks are in fact subsidizing the heavier commercial 
vehicles. 

To some extent the same kind of question is faced in discussing whether or 
not airlines are. paying their fairly allecable.costs of airport facilities. Equally 
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difficult questions will arise under any policy involving user charges for airways 
and waterways. These are formula problems, however, and should not be allowed 
to becloud such broad policy issues as whether or not certain forms of transport 
should become subject to user charge payments which cover their fair share of 
the costs of facilities they need to use. 

Present policies of public aid to transportation have been attacked on two 
major grounds: First, that they involve unequal and inequitable treatment of 
different forms of transport ; and second, that when continued beyond the youthful 
period of an industry they are inconsistent with the principles of free private 
enterprise. 

ACTION OF THE PANELS 


This subject was first presented to the panels for their consideration in the 
form of questions as follows: 

1. Should it be proper objective that ultimately each form of transportation 
should pay its fairly allocable costs? 

2. Do particular Federal activities in the various fields of transportation 
require compensation for other forms of transportation not so benefited? If 
so, what forms should this compensation take? 

The spokesman for the highway panel stated, as a tentative position of this 
panel, agreement with the principle that each form of carrier should pay its fairly 
allocable share of the costs of the Government facilities which it uses. They 
expressed their belief that the motor-carrier industry did so at present and that 
the current arguments over highway public aid are related to the proper methods 
to be used in allocating costs rather than to the principle of self-support. 

Air transport panel representatives presented a statement. They noted the 
infant industry argument traditional with the air carriers to the effect that their 
indusry was not yet able to exist (and would never have been able to get started) 
without public financial assistance, but declared that subsidies to the larger 
air carriers for the transportation of mail are now eliminated and that they 
are receiving only a fair compensation for the carriage of the mail. 

It was observed, however, that only the large carriers were financially able 
to take such a position. On the questions of future policy on Federal aid in 
the construction, maintenance, and operation of airways, the view was expressed 
that the air carriers could not yet exist without such assistance. 

However, the representatives present stated that if a general policy were 
to be established that all users of transportation facilities provided by public 
aid were to make payments covering the costs of such facilities properly allo- 
cated to them, then the air carriers might be willing to concur for the future. 
However, any such policy would, if stated, certainly have to be implemented 
gradually as to the air carriers. It was also argued that in the allocation 
of airport and airway costs it was much more difficult than with other forms 
of transportation to compute the proportion of costs fairly allocable to com- 
mercial users, in large part because of the uncertain element of standby value 
for national defense. 

The waterway panel representatives present gave a review of the water 
carriers’ position on public aid, and stated that these carriers were on record 
in opposition to user charges on the inland waterways. 

However, further discussion brought out particular resentment on the part 
of waterway operators toward proposals made by some advocates of such 
charges that they apply only on the inland river and canal systems but not 
on the Great Lakes and ocean harbors. One of this panel’s representatives 
present mentioned the possibility of some revision of the water carriers’ position 
if the principle of self-support was applied alike to rivers, canals, harbors, and 
the Great Lakes, and if it was to be adopted only gradually; but he made it 
clear that this was a personal informal position. 

It was also stated that in any calculation of the portion of expenditures on 
the inland waterways to be attributed to navigation improvements, full con- 
sideration must be given to flood control, power, and irrigation benefits as 
well as to national defense. It was said that 70 percent of the expenditures 
under the supervision of the Corps of Engineers on inland waterways was 
allocable to flood control and was of great benefit to railroads and users of 
the highways as well as to the general public. 

The railroad panel spokesman stated that a subcommittee of that panel 
was preparing a report on this subject to be submitted at the next railroad 
panel meeting. 
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The user panel considered the report of its subcommittee which it accepted 
with slight revisions. The panel supported an affirmative statement (a) that 
it should be the policy of the Federal Government to reduce its promotional 
activities so that funds will be expended only in the interest of national defense 
and other Government uses (which should include, in the case of waterways, 
flood control) and not for the promotion of any form of transporation; (6) that 
responsibility for the construction of highways and airport facilities should 
insofar as possible be returned to local governments, and airport aid in the 
meantime should be limited to those of real military value: (c) that Federal 
participation in the development of aircraft should be confined to military needs; 
(d) that Federal aid for highway construction should in no case go beyond the 
matching of State funds and should be confined to highways having substantial 
value for defense or other Government uses; (e) that before funds are appro- 
priated for new waterway projects, Congress should have a finding from the 
Interstate Commerce Commission of substantial public need for such projects 
and the Commission’s recommendation as to user charges; and (f) that in the 
case of existing waterway and airway facilities created, maintained, or improved 
by public funds, an independent agency such as the Interstate Commerce Com- 
mission should be instructed by Congress to determine the proper user charges 
to be imposed for the use of such facilities. 

Continuing with its subcommittee’s recommendation, the user panel report 
affirmed that the general policy should be, in the case of each form of transporta- 
tion, for the Government to “decrease to the very fullest extent possible its 
roles in the matter of public aid.” 

As to the question of whether the payment by all forms of transport of their 
fair share of the cost of building and maintaining Government facilities used 
by each form, would be a proper objective, the user panel reported in the 
affirmative, and recommended the elimination of all public aid insofar as possible 
and the financing of Government-provided facilities by “user tolls of some kind 
that will be assessed against the direct user.” 

The first investor panel report on public aid was based on the findings of a 
subcommittee and recommended (1) that the Federal program of granting 
financial assistance to the States for the building and maintenance of highways 
should be limited to highways of an interstate character and to those required 
for the national defense, and (2) that the Federal highway aid program should 
be financed from taxes collected from the users of the facilities provided under 
that program, such user taxes to “reflect, roughly at least, the extent of relative 
use made of highways by different types of vehicles and hence should increase 
not only in proportion to mileage traveled but also with the size and weight 
of the taxed vehicle.” 

The method suggested for the implementation of this policy was the imposition 
of both a Federal tax on all automotive fuels used on the highways and a 
graduated registration fee, such taxes to replace the excise taxes on motor 
vehicles and gasoline presently levied for general revenue purposes. 

The investor panel’s report also recommended as to waterway aid that (1) 
user charges sufficient to meet all Federal capital, maintenance, and operating 
costs fairly attributable to the water carriers using a waterway or harbor 
should be assessed for the use of all new waterway or harbor improvement proj- 
ects begun or completed within 2 years after the legislation enacting such a user 
tax program became effective; and (2) user taxes should be determined and 
charged to water carriers using waterway and harbor improvement projects 
completed in the past or prior to the end of the 2-year period established above 
with the purpose of recovering the greatest amount of revenue possible up to 
the full Federal costs of building, maintenance, and operation of the improve- 
ments. 

The panel recognized that full cost recovery would be impossible on many 
existing waterways but stated that a minimum goal should be charges sufficiently 
high to meet mantenance and operating expenses, which goal might be achieved 
through the institution of a graduated scale of charges over a period of not more 
than 5 years. This period was set so as to minimize the serious ecoonmic dis- 
location foreseen at the sudden imposition of charges necessary to meet even the 
minimum requirements; but the panel report stated that any project which at 
the end of that period lacked the necessary toll-paying traffic should be aban- 
doned. 
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In all events, user charges for both new and existing projects would be deter- 
mined by either a new Government agency which the subcommittee had proposed 
or by the appropriate Federal regulatory authority. 

On air carrier aid, the investor panel report recommended the restriction of 
Federal airport construction aid to a limited system of airports devoted primarily 
to interstate air commerce or required for national defenses; and “that ulti- 
mately air carriers should reimburse Federal, State, and local governments for 
their fair share of building and maintaining airports and airways.” 

In the case of airways, the panel recognized the impracticability of requiring 
air carriers at present to bear the full cost burden but felt that the principle 
should be established now even though the charges were made more or less 
nominal. It recommended that the Federal airways user charge be imposed in 
the form of a tax on aviation gasoline, the rate of which should be determined 
at first after consideration of the financial condition of the air carrier sand the 
level of taxation which they are able to assume. 

The waterway panel reached no conclusions. At a meeting of the railroad 
panel, its subcommittee on public air presented its report. 

The special problems involved in serving smaller communities were touched 
by the air transport panel spokesmen, who stated that the lines serving the 
smaller communities, generally the weaker lines, would probably continue to need 
some subsidy if they were to continue operations. 

As to the imposition of user charges for airports, the air carriers’ spokesmen 
expressed approval of payment of their share of airport costs, after proper allo- 
eation to other beneficiaries—government, private, and commercial. They stated 
that this was already being done in most instances, citing the present tendency 
toward higher fees under leases negotiated between the airlines and airport 
operators, and added that present bargaining between airport officials and 
airlines was on an arm’s-length basis. 

They noted that safeguards must be given the airlines against the dangers 
inherent in their poor bargaining position, since their certificates require them 
to service certain cities in order to remain in operation, and they are thus at the 
mercy of whoever manages the respective facilities at those cities unless they 
build their own airports. 

Air-transport panel representatives also indicated that, because of the national 
scope of airways activities, their design, construction, and maintenance by the 
Federal Government was the only practicable method, and that the allocation 
of the costs would be very difficult because of the standby value for national 
defense as well as for continued use by the military. 

Highway panel spokesmen stated that the Federal registration fee suggested 
by the investor panel was considered unworkable. Almost impossible to admin- 
ister and costly to police, it would also give rise, they thought, to serious consti- 
tutional problems. 

The waterway panel representatives stated that the views of its members, 
representing different elements of water transportation, including lake carriers, 
the river groups, and coastal operators, varied greatly. They said that there 
was general opposition to any waterway tolls. 

The freight-forwarder panel took a position that it should be a proper objec- 
tive that, ultimately, each form of transportation should pay its fairly allocable 
costs. 

The user panel’s first draft of its final report contained several changes of 
language in regard to public aid in order to emphasize the view of the panel that, 
as a matter of policy, no form of commercial transportation should be the bene- 
ficiary of the expenditure of Government funds and that commercial users of 
any facility built with such funds should repay that portion fairly allocable to 
transportation. 

As a result of considerable discussion, during which the views of most of the 
panels were reiterated by their respective spokesmen, it was suggested that per- 
haps some area of agreement could be reached along a line of reasoning that 
each form of transportation should pay its properly allocable share of the costs 
of facilities constructed or maintained with public funds, with two exceptions, 
(1) that an infant industry be provided assistance during the period of its 
infancy, all the while, however, making token payments as a matter of principle 
for the use of the facilities provided for it, and (2) in the case of long-existing 
facilities, properly allocated current operating costs, at a minimum, should now 
be recovered, but not construction costs. 





PROBLEMS OF THE RAILROADS 1489 


The waterway panel took a position that “there should be no change in existing 
law, under which Congress determines the public aid to all types of trans- 
portation.” 

The investor panel incorporated in its report, by reference, the report on public 
aid it had adopted earlier and, in addition, made certain pertinent observations 
and conclusions, the general tenor of which was that while “certain deficit- 
incurring facilities will continue to be required in the public interest,” the con- 
trolling statutes should be “so modified as to make it clear that the policy of 
the Federal Government will be to curtail aids and preferences for each and every 
field of transportation so far as practicable”; that Government expenditures for 
promotional activities should be reduced to the minimum consistent with national 
defense and other Government purposes; and that an ultimate objective should 
be the gradual adoption of a policy that Federal expenditures should be financed 
by “user tolls of some kind assessed against the direct user.” 

The railroad-panel report dealt separately, where appropriate, with the dif- 
ferent forms of transportation. On highway aid, the panel recognized the obli- 
gation of Federal, State, and local governments to build and improve highways 
because of their essentially public nature and the fact that they could not be 
financed by private enterprise, but it believed that in so doing the Federal 
Government should not be obliged to furnish facilities not needed or used by the 
general public but designed to accommodate large and heavy vehicles engaged 
in commercial transportation. In order to recover some of the heavy expendi- 
tures of the past, the Government should, it was recommended, impose a grad- 
uated highway-user excise tax on all heavy vehicles on an annual ton-mile basis. 

With respect to waierway aid, the railroad panel’s position was that a reason- 
able system of user charges or tolls to be paid by those making use of improved 
inland waterways should be established by the Federal Government. No new 
project should be undertaken unless the Federal regulatory body (the Interstate 
Commerce Commission) find that the tolls therefrom will be sufficient to cover 
the full cost of such project, and, when the project is completed, tolls covering 
the full allocated cost should be charged. 

The regulatory body should also determine whether proposed new projects are 
required by public convenience and necessity. As to existing inland waterway 
navigation projects, tolls should be imposed for the purpose of recovering the 
maximum amount of Federal expenditure possible up to full cost. Existing 
improvements which cannot bear tolls sufficient at least to recover their mainte- 
nance and operating costs should be abandoned. 

With respect to air-carrier aid, the railroad panel stated that the Federal Goy- 
ernment should adopt a policy which would place the air carriers on a self-sustain- 
ing basis at the earliest possible moment; that it “should cease to grant large 
subsidies to air routes for services which have no hope of economic justifica- 
tion”; and that user charges should be imposed on commercial air carriers to 
recover their fairly allocated share of the costs of building, maintaining, and 
operating the airway system and providing weather information, such imposition 
to be gradual over a period of time, but to commence on a nominal level at once 
in order to establish the principle. 

Airport user charges sufficient to recover their portion of Federal, State, and 
local aid in the construction, maintenance, and operation of airports should 
be collected, the railroad panel said, from commercial air carriers, such charges 
to include the allocable share of “a figure representing the property taxes on 
airport land and buildings which would be paid if the airport were privately 
owned”; this, again, to be imposed gradually but with an immediate start. 

While the discussions on public aid had developed many differing views on 
many aspects of the subject, the central core of the subject had become the 
question of whether the Government should subsidize some forms of transport, 
either by direct payment or by allowing the use of Government facilities with- 
out user charges. The draft statement of public-aid policy was, therefore, 
limited to this main issue and an attempt made to get panel agreement on its 
contents. 

Since over the past 30 years the main protagonists in the dispute over sub- 
sidy to forms of transport have been the commercial highway operators, the 
airlines, and the inland-waterways operators, on the one hand, and the railroads 
on the other, the moderator’s draft statement of public-aid policy was drawn 
up in the hope that an area of agreement could be reached between the railroad 
panel and the panels representing the competing forms mentioned on that part 
of the statement of particular importance to each. 
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The highway panel position on broad policy posed no problem in this regard 
since it stated that “it wholeheartedly supports the proposition that all classes 
of highway users should pay their fairly allocable share of highway costs.” 
This position was taken as the key to the moderator’s draft statement to cover 
all forms but with special modifications to apply to air transport and inland- 
waterway transport facilities. 

The air transport, pipeline (with one dissent), user, and investor panels 
finally approved the statement in substantially the same form. The air trans- 
port panel stressed the importance of having any general user-charge policy 
apply to all forms of transport and conditioned its approval of the statement 
upon such overall application of the policy. The air transport panel also condi- 
tioned its approval upon commercial air carriers not being the only airway 
users to bear charges. 

The railroad panel, after devoting considerable time to study and discussion 
of the draft statement, reaffirmed its support of the general principles set forth 
in its previous position on this subject and approved the statement, with certain 
exceptions, as within such principles. 

The exceptions taken to the statement related to water transportation. The 
railroad panel believed that water transportation has reached a full state of 
maturity and hence should pay user charges covering the operating and main- 
tenance costs as soon as such charges can be determined (whereas the state- 
ment provides for recommendations by the appropriate Government body as to 
when such user charges should be imposed). 

For the same reason the railroad panel objected to the use in the statement 
in connection with water transportation of the word “ultimate” and the sentence 
referring to the undesirability of applying the self-support standard abruptly. 

The waterway panel considered the draft statement, and appointed a com- 
mittee to report back to the panel on this subject. The committee, after much dis- 
cussion, recommended that the panel maintain its previous position that “there 
should be no change in existing law under which Congress determines the public 
aid to all types of transportation.” 

Support of many parts of the draft statement would not on the face of it be 
in conflict with such a position, but the panel does not give any interpretation 
or amplification as to the relation of its position to the various parts of the draft 
statement. In the light of the previous satements of is chairman at Coordinating 
Committee meetings it is evident, however, that in spite of some conditioned sup- 
port for the statement within the panel, the general sentiment in the panel was 
strongly opposed to any user charges for Government-provided waterway 
facilities. 

COMMENTS OF THE POLICY COMMITTEE OF THE BOARD 


We believe the proper transportation laws should include declarations of 
pene and, where appropriate, other provisions in line with the statement given 

low : 

“In the United States, which stands before the world as the principal exponent 
and the principal exhibit of the benefits of free private enterprise, the aim in all 
forms of transport should be that user charges be paid by all classes of domestic 
users of Government transport facilities sufficient to cover their fair share of 
the costs of building and maintaining the facilities which they need to use. 

“In the case of the motor-carrer industry, that industry has now grown to a 
maturity which makes possible the full application of this principle. 

“In the case of domestic air transport and domestic water transport, it is 
felt that in a country made strong by the principles of independence and self- 
reliance, national policy should clearly be aimed at the ultimate payment of 
user charges sufficient to cover the users’ fair share of the costs of building and 
maintaining the Government facilities they need to use. The major problem 
here involved is that of timing. In the case of air transport, it is still a young 
industry with all but a few of the companies still to some degree dependent on 
Government mail subsidy, and the result of the immediate application of 
such a principle could only be the closing out of a substantial part of the air 
transport service, which has been so carefully nurtured toward self-sufficiency 
over the past 30 years. In the case of domestic water transportation, investment 
in floating equipment and in plant facilities alongside waterways has been made 
in the light of Government policies of more than 70 years’ standing. It would 
certainly seem inequitable to apply abruptly the standard set forth in the opening 
paragraph to either the domestic air or water transport industries. 
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“In domestic air transportation the policy of the Government should be to 
permit and encourage the operation of the air-transport system on a basis 
which will most readily bring about a condition of self-sustenance, without 
subsidy, and the provisions of the Civil Aeronautics Act, including that section 
referring to ‘public convenience and necessity,’ should be administered with 
that requirement and objective in mind. Attention should first be focused on 
the placing of the carriers on a self-sustaining basis, without subsidy payments. 

“As to airway-user charges, the first step should be the exaction of user 
charges which, when taken with the industry’s present contributions, will cover 
the fairly allocated share of the cost of maintaining and operating airway 
facilities provided by the Government and reasonably needed and used by the 
carriers in their commercial operation. 

“The second step should be to adjust the airway-user charges so that they 
will cover, in addition, a reasonable proportion of the amortization of the value 
of future airways facilities supplied by the Government. 

“Allocations of cost should, of course, reflect the Government’s active use 
of its own facilities plus its requirement for standby facilities for later periods 
of more active military use. Commercial users should not be forced to bear any 
share of the cost of Government facilities which are not necessary for commercial 
operations. 

“All users of airports should pay their fair share of the cost of the facilities 
necessary for their operations. The fact that some communities build airport 
facilities of a capacity not justified by requirements over a reasonable period 
should not be considered a reason why users of such airports should pay a 
share of the cost of the excess facilities any more than railroads should be forced 
to contribute to excessively expensive grade-crossing eliminations over which they 
have no control. 

“Tt should be the responsibility of the Civil Aeronautics Board (or any agency 
successor to its powers) to report to Congress once every 2 years on the extent 
to which the industry, in whole or in part, has reached a state of maturity which 
makes it possible for it to stand on its own feet, concentrating upon the inherent 
advantages of its special form of transportation. In the same report the agency 
should state to Congress the measures which it has taken under the Civil Aero- 
nautics Act to accelerate the attainment of such a state of maturity. In reaching 
its conclusions the agency should, of course, consider not only the amount, if 
any, of subsidy payment by the Government and the earnings of the companies 
but also the taxes paid and discounts allowed to the Government by the companies 
as well. 

“In the case of domestic water transportation, the Government should also 
aim at the ultimate payment by domestic water carriers of their fairly alloc- 
cated share of the cost of building, maintaining, and operating those segments 
of the waterways which they use. Since this is not, like the air transport 
industry, a comparatively new form of transport needing aid in its youth to 
reach a state of self-sufficiency, new waterway and harbor improvements should 
not be undertaken without a finding by the proper government body that it 
is reasonable to expect that transportation user charges will be sufficient, giv- 
ing due consideration for the time required to develop traffic volume, to cover 
all costs properly attributable to the transportation share of such improvements. 
After such a finding has been made and after the completion of the project 
concerned, such user charges should then be applied. 

“In the case of waterways improved before the above policy is put into 
effect, past expenditures should be given no consideration in the calculation of 
future user charges. However, it should be national policy to work toward 
the application of use charges for the use of such waterways through which 
users will pay for the fairly allocated transportation share of the cost of main- 
taining and operating those segments of the facilities they need to use. 

“The appropriate government body should report to Congress at 2-year inter- 
vals as to which segments of such waterways after giving due consideration 
to the time required to develop traffic volume using recently completed improve- 
ments, should be subject to transportation user charges sufficient to meet the 
above standard and those which could not and which therefore should be aban- 
doned over a suitable period of time. 

“In the case of those segments of the waterways which the government body 
believes could bear user charges sufficient to cover operation and maintenance 
charges, the government body should also report on when such charges should 
begin to be progressively applied.” 
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The public aid statement does not deal with two important matters which 
are integral to working out wise national policy with regard to user charges: 
What formulas shall be used to compute fair and reasonable charges and what 
body shall determine these formulas? No attempt was made within the project 
to work out proper formulas since it was felt premature to do so until consider- 
able agreement could be worked out as to the desirability of having user charges 
atall. This has now been accomplished. 

The statement represents an extraordinary extent of agreement among inter- 
ested parties upon what has been a highly controversial subject. It is evidently 
extremely desirable to put this policy into practice not instantly but over a 
reasonable period of time. Answers to the difficult questions involved in the 
determination of the exact methods required should be worked out with the 
greatest of care. They will be more easily developed after the policy has been 
adopted. 

It is worthy of note that of the seven panels which gave specific consideration 
to the draft state of public air policy, all but one moved away from their 
original panel or their traditional industry positions in their desire to find in 
the broad public interest a common position with the other panels. 

We are not persuaded by the argument so often made in defense of the 
absence of user charges on the waterways, that the general public gets back its 
investment in Government-built transportation facilities through, lower prices 
resulting from reduced transportation costs. The same argument could as well 
be applied to justify a policy of Government subsidy to any basic industry 
(such as oil, steel, and certainly all forms of transport) whose costs affect the 
price of a wide variety of consumer goods. It seems hardly necessary to comment 
on the undesirability of any such policy. Moreover, those who benefit from the 
lower prices of consumer goods are not the same people who pay the greater 
part of the taxes necessary to finance the building and maintenance of transpor- 
tation facilities by the Government. 

We think that the public has much to gain from a policy such as we are 
advocating in its taxpaying capacity as well as because of its basic self-interest 
to defend against growing socialistic tendencies. As taxpayers, the public should 
certainly be keenly interested in the establishment of a policy calling for the 
self-liquidation of Government expenditures to the greatest extent possible. 


RECOMMENDATION OF THE BOARD OF DIRECTORS 


The board endorses the public-aid statement. We believe its incorporation 
into law will aid in establishing sound principles governing. the relations of 
government and businegs,and the relations between competitive enterprises. 

We note that some of the arguments against user charges on the waterways 
had been advanced during the project discussions, though the formal waterway 
panel report included no arguments supporting its position. Aside from the 
waterway and related groups, there is almost unanimous field support for the 
principles embodied in the statement. 

(The following directors dissent: Edward P. Farley, chairman, American- 
Hawaiian Steamship Co.; Walter E. Maloney, president, American Merchant 
Marine Institute, Inc.; George W. Morgan, president, Association of American 
Ship Owners; Vice Admiral Lyndon Spencer, president, Lake Carriers’ Asso- 
ciation; and Chester C. Thompson, president, the American Waterways Oper- 
ators, Inc.) 


Senator Smaruers. Do you have any questions? 

Senator Purreti. No, I haven’t. I might say that in the volumi- 
nous testimony here we always find that a witness can be a most inter- 
esting and informative one, and we will digest this at a later time. 

Dr. Baxer. Thank you, sir. 

Mr. Barron. Dr. Baker, the suggestion has been made during the 
course of these hearings that rates be made more directly related to 
costs, that the act be amended to provide for that. What is your com- 
ment on that suggestion ? 

Dr. Baxer. Mr. Barton, that comes under the heading of minimum 
rate regulation, which is one of these subjects that is still in the co- 
operative project. 
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Mr. Barron. That is No. 4 0n your list ? 
Dr. Baxer. That is correct. It is one that we have on the back of 
the stove, with a few interested people struggling with it. I would 
appreciate not having to give my own feeling on it for this simple 
reason: If I am to be of any particular use in trying to get these 
differing groups together on these controversial sbchlaen as moderator 
in this cooperative project, I must be as objective as possible. If I 
express myself publicly on one of those controversial proposals while 
it is still in the mill, my use as a moderator completely disappears. 
I would hope over a period of time on some of these tough ones to be 
able to come up with something constructive. Therefore, I would ask 
your indulgence in not asking me, sir, for my own views on that one 
now. 
Senator Smaruers. May I interrupt you right there and say this: 
That if you hope to be helpful at some future time, you have got to 
start being helpful soon, because we are called on here, and we have 
all these problems to wrestle with, and yet, somehow, we are asked 
to have more intelligence and more brains and more experience than 
some of you fellows who spend a great deal of time on these problems, 
and we appreciate the compliment. 
But it is one that is not deserved. We are wrestling around here 
trying to come up with some legislation. When we do that we very 
much appreciate what help you fellows can give us in the way of 
specific recommendations. 
We are getting ready to move either forward or backward, and pos- 
sibly sideways, but we are going to move one way, for sure. 
Now, we would, therefore, appreciate, as moderator, you tell your 
eople they had better get together on something if they want to 
ave a voice in the formation of the legislation which we hope to come 
out with. I don’t say that critically. I just say that it is a little 

eculiar for you people to expect us to know all these things and to 
nave all these answers when. these particularized groups which are 
directly concerned with this problem can’t arrive at an answer, them- 
selves. 

So you pass that on to your members and tell them that the time to 
come 1s now to give us some recommendations. All right. 

Dr. Baxer. I couldn’t agree with you more. I can’t help but re- 
member your remarks to me about a year ago when you hoped we could 
try to do something on contract carriage. All I could say then, and 
now, is we will give it the old college try. 

In that case, all of a sudden we were able to bring the disputants 
together. Sometimes these things fall together suddenly. 

amathk SmatuHers. Thank you. 

Mr. Barron. On the financing of the common carriers, can you com- 
ment on that position ? 

Dr. Baker. The last item has to do with the Symes plan, which 
is one of the items still under consideration. We have not had time 
to get into the mill the proposals I heard about only last week, the 
one that Senator Smathers, I believe, has introduced a bill on in the 
Senate and Congressman Harris in the House. 

On the Symes proposal, our investor panel considered it and turned 
it down. t he user panel was split down the middle, with the results 
of voting on it running about half and half. 








1494 PROBLEMS OF THE RAILROADS 


Mr. Barron. Thank you. 

Senator Smaruers. Let me ask you one further question. Was that 
panel which turned it down, did they turn it down because of the 
method and the procedure of making financial aid available to the 
railroads or did they turn it down because they just didn’t believe 
that there should be any source for them, outside the regular lending 
institutions ? 

Dr. Baxer. This is very hard for me to summarize, because there 
were different views. But I shall say the outstanding one seemed to 
be that they hoped the railroads would be able to work out something 
within themselves, within their own unity, to handle this kind of 
problem. In addition, there was a certain emotional resistance to the 
railroads, as free enterprises, having to come to the Government for 
some kind of aid, 

There was a good deal of difference in the panel as to whether this 
did involve some kind of a subsidy or not. 

Senator Smatuers. Let me ask you this question: Do you think it 
is the view of your group that the railroad industry, as such, is of 
sufficient importance, not only to our national transportation system, 
but to our general economy, that we should take Whnteve: steps are 
necessary to see that it does not, on a large scale, have to go into the 
courts under the bankruptcy procedure and that it does not deteriorate 
any further ? 

r. Baker. Senator, the one thing that bothers me in that state- 
ment is “whatever steps are necessary.” I think it is terribly impor- 
tant not to have this happen. The price of keeping it from happening 
may run afoul of all kinds of other difficulties. 

This is the very difficult problem, and I don’t envy you, because it is 
important to try to find a way of solving it without badly hurting 
somebody else to a worse degree in some way. I think it is terrifically 


important. 

Senator SmatueErs. Do you think it is of sufficient importance to 
the Government, itself, that the Government, itself, should lend what 
assistance it can lend without, in effect, taking over the railroads, 
themselves ? 

Dr. Baxer. That is the-last thing I would like to see happen. 

Senator Smaruers. In other words, the last thing you would like 
to see happen is Government ownership ? 

Dr. Baker. Yes; Government ownership. 

Senator Smaruers. Do you think the Government, if in your view 
it became necessary either to have some Government agency provide 
some source of income or have a number of the major eastern railroads 
go bankrupt, would it be your view that the Government should not 
sit back and do nothing and let these bankruptcies occur ? 

Dr. Baxer. I would hope it would be something which the Govern- 
ment could do which would prevent any large-scale bankruptcies. I 
would certainly hope that the Government would do a large number 
of things before it would have Government ownership. 

Senator Smarners. In other words, then, let me see if I can para- 
phrase your thoughts—I don’t think I can say them any better, but I 
want to repeat #t—is it your view that the railroad industry is of suffi- 
cient importance to our national transportation system, and that in 
turn, it is of sufficient importance to our general economic welfare, that 
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the Government should take whatever steps are necessary to provide as- 
sistance to this vital part of our transportation system, so long as, and 
avoiding insofar as is possible, Government operation and Government 
ownership of the railroads ? 

Dr. Baker. I would agree to every bit of that, Senator, except, not 
knowing what the exact price to be paid for each helpful method, I 
couldn’t say 1 would be for every method suggested. I would be for 
the end result. 

Senator SmarHers. Thank you. We don’t even know what meth- 
ods, or all of them, that have been suggested. We are struggling 
around now. But we are trying to arrive at a position, at least speak- 
ing for one member, at a position. 

Is it the will of the people like yourself, who represent the Trans- 
portation Association of America and a respected economist and 
student of this problem as yourself, if it is your belief that this railroad 
industry is of sufficient importance not only to the transportation com- 
munity, but to the economy as well, that the Government should con- 
sider some steps they might take ‘o forestall what appears to be forth- 
coming bankruptcy of some of the major railroads of the country? 

Dr. Baxer. I certainly hope there are some wise steps available in 
that regard. Now if I can come back to my statement. I firmly 
and personally believe that one of the most important ones you can 
take is the first one I mentioned here. In other words, give to the 
ICC power to allow abandonment of unprofitable services, and have a 
limited time in which a State can act, and if it doesn’t act, get it on 
up to the ICC. 

We should begin to relieve the railroads from the burden of givin 
services at less than cost. I don’t know any more common way ele 
the world of forcing Government ownership than to force a private 
enterprise to give services at less than cost. 

Secondly, of great importance, I think, is getting rid of the excise 
taxes. I think the State time lag is also important, and I would like 
to see, for the long run, some easing up, some help in the way of 
consolidation. 

Senator Smaruers. All right,sir. This is off the record. 

(Discussion off the record. ) 

Senator Smaruers. On the record. 

Senator Purrety. We have been talking about the ways, Profes- 
sor, in which the Government might assist. But, of course, it doesn’t 
follow that the only way in which the Government can assist is by 
financial aid, direct or indirect; that is the point you are making? 

Dr. Baxer. That is correct. 

Senator Purre.u. So, this is not a question of the last resort— 
financial aid, direct or indirect. Some of the suggestions you have 
made, you feel, will bring relief to the railroads, put them in a better 
financial position? Is that correct ? 

Dr. Baker. Yes, sir. 

Senator Purretu. Thank you. 

Senator Smaruers. I would like to make it clear that my suges- 
tion—I didn’t want by my question to suggest that I thought this was 
the only solution, or anything of that nature. I am just looking at it 
in terms of where we might have to finally put our foot in order to 
stand, in the light of developing conditions. 
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Senator Lauscne. Dr. Baker, I think it was the Director of the 
Bureau of the Budget that issued an order to the various departments 
of government connected with transportation to make studies about 
ways and means of recouping subsidies that are es ro given to 
certain modes of transportation. Are you familiar with that order ? 

Dr. Baker. Yes, sir, just in general. 

Senator Lauscne. I would like to have your opinion on the advisa- 
bility of making an overall study by objective, impartial experts to 
settle once and for all the conflicting haitne about subsidies being 
given, and to what extent, and to what extent inequities are created 
through Federal help. Would you care to discuss that proposal for a 
moment ¢ 

Dr. Baker. Before you came in, Senator, I commented on the TAA 
general position on public aid, which is, as I said, that a guy in this 
country of free private enterprise should pay for what he gets. He 
should pay his fair share for the use of the Government facilities that 
he needs to use. So that a —— such as you make is in line 
with that general philosophy. ere is no question about it. 

Senator Lauscue. That is right. 

Dr. Baxer. I don’t know whether a Government commission is the 
answer. We had a great many of them, as you well know, at one time 
or another. The last big, broad one I remember was the Board of 
Investigation and Research in 1940. 

At the moment, it seems to me that, in the airlines field, the Com- 
merce Department is coming out with specific proposals in regard to 
what their user charge should be. That will take up, necessarily, the 

uestions you have in mind, because they are trying to figure out what 
charge is necessary to take the subsidy element out of the use of the 
airways by airlines and others. In the waterway field, I understand 
that the Budget Bureau has told the Commerce Department to get 
to work, also, on what kind of waterway user charges there should be. 
So this really leaves only the question, not being handled at the 
moment, as far as I know, as to whether there is any subsidy element 
involved in the highway expenditures or not, and in these long studies 
you get down to questions like those raised in the Maryland road test, 
the Washo road test in Idaho, and so forth. I just don’t know 
whether another commission is the way to do it. 

Senator Lauscue. Do you subscribe to the principle that there ought 
not to be aid by the Federal Government that creates an inequality 
among the various modes of transportation in trying to operate their 
business on a sound economic basis? 

Dr. Baker. I do, sir. 

Senator Lauscue. And for that reason, I suppose, you would say 
that the water carriers ought to in some way reimburse the Govern- 
ment for those expenditures made that jienlebals and unequivocally 
have a relationship to their water transportation business / 

Dr. Baker. Yes, sir. 

Senator Lauscuer. Take, for instance, in the budget this year, I 
think there is $78 million for the building of locks. These locks 
are to be used by barge carriers alone. Under present law, we get no 
reimbursement for those expenditures. Is it your belief that we 
ought to at least take a look into that subject and find out whether 
there ought not to be recoupment of the expenditures made? 
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Dr. Baxer. I believe that the attitude of the Budget Bureau, which 
has asked the Commerce Department, as I understand it, to do exactly 
that, is highly desirable action. Our own policy is set forth in here. 
The only variation from what you have mentioned is that the theory 
is that, because for 70 years or more this has been a free waterway, user 
charges should be put in slowly and steadily rather than slapped in all 
at once. On that point, the railroad panel wanted to put them in 
rightaway. The other panels, Seas the water panel, went along with 
the idea that user charges should be put in successively rather than 
immediately. 

Senator Eanbenie Going to the airline, I think the figures show 
that in the last 25 years, or maybe 30, we have subsidized them up to 
$550 million by way of operational help; we have expended $327,- 
218,554 for the building of airports, matched with local money; and 
we have expended, I think, $1,309,439,000 in providing facilities for 
flight advice on weather and so forth, 50 percent of which is used by 
the military planes and the balance by private planes. 

Now, then, what is your view on the need and the prudence of try- 
ing to recoup a part of that expenditure? 

‘Dr. Baxer. Under the policy that we have, that money should be 
recouped from the user. Since 1952 or 1953, when we first got these 
agreements, it is my understanding the airlines industry agrees. The 
problem now, which will come into focus with this Commerce Depart- 
ment report, will be: What is the fair share? It is whether or not 
the airlines should pay their fair share, which they and others agree, 
but how do you figure it? In other words, you have the Government 
military, Government nonmilitary, private fliers of one kind or an- 
other, as you said, and the airlines. Should you divide this up on the 
basis of the plane-miles flown or on the basis of the fuel consumed ? 
Should you or should you not weight the Government’s share of the 
cost in some way to reflect the fact that the Government controls and 
block out areas and so forth that airlines can’t go into? These are 
the questions that now need to be ironed out. 

We had a meeting just yesterday of representatives of our various 
groups on these questions. The answers are very difficult. They can 
be finally worked out by compromises by the people involved. There 
is no exactness to it. 

Senator Lauscne. Now, No. 4, have you crystalized in your own 
mind a judgment on whether the last highway tax, which placed in- 
creased burdens upon the truckers, has created a situation where they, 
the truckers, are contributing a fair share of the cost in building and 
maintaining the highways? 

Dr. Baker. That I don’t know, sir. 

Senator Lauscue. The Director of the Budget Bureau in his order 
said that no study need be made of the trucker’s contribution, because 
that was taken care of in fixing the tax on tires and gasoline and fuel 
oils in the highway bill. But you haven’t formulated any judgment 
on that ? 

Dr. Baker. No, sir. And I have sympathy for whoever tries to do 
that. I think one thing you have to decide is should the man pay his 
fair share? That has Eien decided in these cases. Then you get into 


the question: What should the user charge formula be? Once you 
have that and it is under way, people are going to continually chal- 
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lenge that every few years as conditions change. So there comes almost 
a ype, | problem of deciding: Is the formula working out all 
right or not? I gather that is now what is happening in the Federal 
highway user charge field. It is being challenged by some that it isn’t 
enough and by others that it is too much or unequal. On that I have 
no Pe gmentat all. 

_Senator Lauscue, Is it the position of the Transportation Asso- 
ciation of America that. it generally subscribes to the correctness of 
the proposition that there should be user charges when special services 
are being rendered or subsidies provided by the Government ? 

Dr. Baker. It certainly is. 

_ Senator Lauscug. And this Transportation Association of America 
is made up of.a cross section of carriers, shippers, other interested 
people in transportation ? 

Dr. Baxer. Yes. I want to point out that the one group among 
our groups that did not support the position which I am taking was 
our waterway panel. 

Senator Lauscue. Very well. Thank you. 

Senator Scuorrret. Are there any other questions ? 

Senator Purretz. No; except to express appreciation for the in- 
formation you have given us now and for the times you have been 
previously helpful. 

Dr. Baxer. Thank you very much, sir. I apologize for the voice. 

Senator Scuorerret. Thank you very much, Dr. Baker. I regret 
I could not be here, but there were two other committees meeting at 
thesame timeasthisone. I shall read your statement. 

Dr. Baxer. Thank you very much. 

Senator Smatuers. The next witness, I understand, is Mr. Roy 
Puggan for the National Fisheries Institute, of New York. 

r. Duggan, the chairman of the committee here this morning 
regrets that by reason of another important matter, that he is required 
to be in attendance and he could not be here. 

Now, Mr. Duggan, I see you have a prepared statement. 


STATEMENT OF ROY DUGGAN, NATIONAL FISHERIES INSTITUTE 


Mr. Dueean. Mr. Chairman, my name is Roy Duggan, vice presi- 
dent of Seapak Corp., St. Simons Island, Ga, I have been asked by 
the Neivinal Fisheries Institute to make a statement regarding the 
views of our company as a typical frozen seafood processor. 

Senator Smaruers, Your entire statement will be made a part of 
the record. et 

You may proceed in any way you desire, sir. 

Mr. Dueean., All right, sir. There has been filed by Mr. William J. 
Augello, traffic counsel for the National Fisheries Institute, a pre- 
pared statement, which will not be read here in the interest of saving 
time. 

Senator Smatuers. That will be included in the record. 

Mr. Duee@an. Yes, sir. 

Mr. Augello is here to answer any questions regarding his state- 
ment and he would also want to make a supplemental statement on 
Senate bill 2553, which the chairman has indicated is appropriate. 
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Senator Smatuers. That may be done. 

Mr. Duaean. I would like to say at the outset that our company 
is a small business. We started in 1950 with sales of $138,000 a 
and we employed about 50 people. This last year our sales were about 
$10 million and we now cleipiy 725 a many from low-income 
families who otherwise would be on welfare rolls of our country. 

In developing our business, I can unqualifiedly say that I do not 
feel that we could — have developed our business as we have, 
had we been de ent on certificated carriers, rail and truck. The 
experiences we had in the early stage of our business proved it was 
utterly impossible to give our customers the service that was required 
to expand our business through the use of lated carriers. 

During the past 8 years, we have shipped about $40 million worth 
of products to 40 States, and of this quantity very few truckload ship- 
ments were ever made to one destination. 

We tried at the first to get 1. t. 1. service from many regulated car- 
riers, because initially it was very difficult for us to arrange even pool 
shipments. The certificated carriers—and I am speaking now of 
trucks—told us generally that they weren’t interested in anything ex- 
cept truckload shipments. They were not even interested in solid 
truckload shipments which originated at our plant, but which might 
require 6 or 8 stops en route. 

o overcome this problem we sought out the most dependable inde- 
pendent truckers we could find. At the start we offered them 5 per- 
cent more than the published ICC truck rates to handle our shipments 
and to handle them properly to destination. 

As the volume of our shipments increased to a point where it was 

rofitable for these independent or exempt truckers to operate on 
fcc rates, we cut our rates back to the same rates quoted us by certi- 
ficated truck carriers. We now use certificated carriers on perhaps 
40 to 50 percent of our shipments, where they can offer the service 
that is required to get our product to market, and in good condition. 

Reference has been made previously that these independent truckers 
are not dependable. Our experience has been just the opposite. Over 
the past years we have had no claims problems with any independent 
truckers. The only loss of any consequence we have sustained was 
a certificated carrier, who delivered an |. t. 1. shipment, picked up in 
Chicago, to a customer in Minneapolis on an unrefrigerated truck, 
and the product was about 40° when it was delivered. 

Certificated carriers can now offer service needed by means of the 
use of the exempt status. At the time within the right, I am told, of 
any certificated carriers to haul exempt commodities to any destina- 
tions. But it is noteworthy to observe that even with that right the 
services are not being offered to take care of all of our shipments. 

Without independent exempt truckers for competition, certificated 
carriers have indicated that they are unable or unwilling to provide 
the services necessary to deliver products to our customers. 

Railroads are not competition for 1. t. 1. deliveries, because of the 
excessive handling involved. Our plant is not located on a rail siding, 


and to ship by rail we would have to load our products on a truck, 


take them some 6 or 8 miles to a rail siding, load them on a rail ear, 
and if the railroad were able to give us proper temperatures and 
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‘service at the destination, they:would :again' have to be: unloaded on 
trucks to arrive at the: warehouses of most of our customers. / 
«Not very tiany frozen-food distributors have rail-sidings.. I would 
‘ike totalk a minute about Senate bill: 2553.and the reason that we think 
that) we should be given an exempt status for/frozen seafoods... 
We believe} and 1t has been referred'to before by the chairman, that 
the basic reason for the exemption was due to’ the perishable nature 
of: the products: involved. Perishable products. involve prompt 
‘handling and through shipment.» ‘They cannot: suffer handling and 
reloading and still protect the quality to destination. Frozen prod- 
uuctsiare mm fact: more perishable than fresh. ‘They cannot stand to be 
unloaded and reloaded at reloading stations which might be employed 
to: consolidate 1. t/1. shipments, 

As to the frozen-seafood products, we feel that~the exempt. status 
for all frozen seafoods is very necessary to the continued development 
of our industry, for the following reasons: 
© (1) That 95: percent of our shipments are less than truckload, and 
certificated carriers will not handle many shipments, even when made 
a part of a truckload shipment originating at our plant, if there are 
6 to 8 stops involved en route. 

(2) That our business has developed to cover markets in 40 States, 
and there is not available through service from St. Simons, Ga., to 
a great many of our markets, even for truckload shipments. 

(3) That, antes of the extreme perishable nature of our products, 
these products cannot be unloaded and reloaded en route; quality 
would be seriously impaired by such handling. You must keep in 
mind that the product must be maintained at 0° F. or the quality 
deteriorates. 

In fact, we are more interested in the problem of giving service to 
our customers and maintaining the quality of our products than in 
possible savings on freight costs. We do ship by certificated truck 
carriers where practical. We have talked with railroads about ship- 
ping by rail, but they agree that they cannot offer less-than-carload 

‘shipments service and would not guarantee to maintain 0° 
temperature. 

Railroads are not now moving any appreciable volume of frozen- 
fish products. We ask that these factors, which we believe are vital 
to the continued growth of the frozen-seafood industry, be given 
ee in this hearing, as well as consideration on Senate bill 

553. 

Senator Scuorrpen. Thank you, Mr. Duggan. 

Senator Lausche, do you have any questions? 

Senator Lauscue. No. 

Senator Scuorrret. In your prepared statement, you say : 

Furthermore, we desire to make known to the committee that the fishery in- 
dustry and the exempt carriers serving it are not in need of, nor do they desire, 
regulation. 

Can ~ speak for the carriers? 

Mr. Duaean. I would like to turn that question over to Mr. Au- 
gello—he is here—if I may. 

Senator Scuoerrer. Mr. Augello. 
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STATEMENT OF WILLIAM J. AUGELLO, JR., NATIONAL FISHERIES 
INSTITUTE, INC. 


Mr. Avcetxto. Tam William J. Augello, Jr.; and I have submitted 
that statement on behalf of the National Fisheries Institute and 
other affiliated organizations. ' 

- When the testimony of Mr. Buchanan and 'Mr.. Bickert was made 
known to us with regard to the alleged desire of the exempt-carrier 
industry to submit to regulation, we immediately asked our members 
to talk with their exempt carriers and determine their views. In about 
a week’s time we have received replies from at least 15 exempt carriers 
who are hauling a substantial portion of the fishery traffic. They do 
not want regulation. 

Senator Purrety. How much does that represent of the total num- 
ber of carriers, Mr. Augello? 

Mr. AucetLo. We have not received all of our responses back yet. 

Senator Purrett. How many did you send out? 

Mr. Auee.wo. I believe we have about 270 on the mailing list. 

Senator Purreti. Of which you received in reply how many ? 

Mr. Auce.tio. About a dozen. 

Senator Purrern. Out of 200? 

Mr. Avee.io. That is right, in about a week’s time. As soon as 
we receive the remainder of the replies, we would like to make known 
that information to the committee. 

Senator Purrens. Actually, you are not presently in a position to 
speak for the carriers ; are you ? 

Mr. AuGEetio. No; we are not in that position. I don’t think that 
we are in any worse position than Mr. Buchanan, as far as speaking 
for the exempt-carrier industry. 

Senator Purrety. I wasn’t questioning that. I just want to get 
the figures. 

Mr. Auge. I think the committee should have that information, 
and we would be very happy to make it known to them as soon as it is 
available. 

Senator Scuorrret. The committee will be glad to receive that as 
soon as you can get it. Might I ask you about how much more time 
you think should be allowed to your being able to obtain that 
information ? 

Mr. Aueetx.o. I should hope that we would have it finished in about 
aw 

Senator Scuorrre,. That would be very satisfactory. Once we get 
that information, then it will be up to the chairman of the committee 
to determine what place you would desire to have that testimony 
appear. I presume it would be in connection with your own testimony. 

Mr. Aucetwo. Yes, sir. In view of Senator Smathers’ request for 
expression of views on Senate bill 2553, I would like to state that, if 
the agricultural exemption is reworded or modified, we believe it 
imperative that the fishery exemption be modified to reflect the present 
interpretation of the fishery exemption as has been handed down 
through the courts and the Commission. 

We feel that this is necessary to avoid any continuous and burden- 
a litigation over the interpretation of the fishery exemption in the 

uture. 
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Our interpretation has been borne out by the Commission’s decision 
in the Monarch Egg case is that the method of preservation is the 
criterion between exempt and nonexempt fishery products. 

Commission in that case stated that fish which has been frozen 
or fish which is shipped fresh in many forms in which it is shipped, 
such as gutted, filleted, beheaded fish, various fresh and frozen forms, 
should exempt, but that fish which is canned, pickled, spiced, 
salted, or otherwise preserved is not exempt. 

Now, we are in agreement with that criterion and, therefore, we 
desire that the fishery exemption be reworded to reflect that view. 
We respectfully request that the following language be incorporated 
in the event section 203 (b) (6) is amended. I shall read it as 
follows: 

Fish or shellfish, and fresh or frozen products thereof (but not including 
fish and shellfish which have been treated for preserving, such as canned, 
smoked, salted, pickled, spiced, corned, or kippered products). 

Now, this definition would permit the continued transportation 
of the many fresh and frozen fishery products which we are now 
shipping by exempt trucks, as Mr. Duggan has testified—inciden- 
tally, I might add that his situation is typical of the entire fishery 
industry. They ship less-than-truckload quantities in mixed truck- 
loads of a great variety of fish products, many of which are breaded, 
some of which are cooked, but they are all frozen. And it is the 
freezing that makes the commodity perishable, and that is the reason 
why we need a flexible and cables means of transportation. 
These exempt carriers have been largely responsible for the develop- 
ment of the inland markets for our fishe products. Without them, 
the industry would. not be in a position that it is in today, and with- 
out them we will not be able to continue. 

That is all I have, sir. 

Senator ScnHorrre.. Counsel desires to ask a question. 

Mr. Barton. Mr. Augello, do I understand that you wish the 
freezing to be the test of whether or not the product is exempt? The 
fact it is breaded or cooked is not controlling, I take it, in your view? 

Mr. Aveeito. That is right. The Commission’s present view as 
reflected by administrative ruling 98 is that the breading does not 
remove the exemption, breaded uncooked fishery products are exempt. 

However, they also informally ruled that if the product is cooked 
and frozen, that therefore it is not exempt. We find no such support 
in any of the court or Commission decisions for that interpretation. 
The fishery exemption is not the same as the agricultural exemption. 
We are not limited by the figure clause, not including manufactured 
products thereof, which modifies the agricultural exemption. The 
cooking of frozen fish does not make that product any more regulated, 
it is still very highly perishable; as a matter of fact it is even more 
perishable than uncooked frozen fish. We just could not exist with 
a distinction between cooked frozen and noncooked frozen. There 
are too many shipment in mixed truckloads. And if you regulate 
cooked frozen fish, it will result in the complete abolition of the ex- 
emption. 

r. Barton. Thank you, sir. 
Senator Scuorpret. Senator Lausche? 
Senator Lauscue. No questions. 
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Senator Scuorpre.. Senator Purtell ? 

Senator Purrett. Would you tell us a little more about what the 
National Fisheries Institute is? Is it an organization of a lot of 
small people engaged in fishing ? 

Mr. AUGELLO. The National Fishery Institute is an organization, 
national organization of fishermen, producers, distributors, whole- 
salers, everyone that is connected with the fishery industry. It is the 
only national organization. And it consists also of numerous local 
associations, some of which I have listed at page 2 of my statement. 

The Massachusetts Fishery Association, Texas Shrimp Association, 
Gloucester Fisheries Association, Oyster Institute of North America, 
and the Northern California Seafood Institute, for instance, are mem- 
bers of that organization. 

Senator Purreiu. These associations are members ? 

Mr. Avcet1o. That-is right. 

Senator Purreit. In addition to which you have individual com- 
panies or individuals that are also members ? 

Mr. Avce.io. That is right. 

Senator Purrett. What is the total of your membership ? 

Mr. Duaean. I have noidea. 

Senator Purreit. Of the industry, does it represent a very substan- 
tial portion ? 

r. Duaean. Yes, sir. 

Mr. Avcetxo. I have heard 90 percent of the total volume. I have 
no figures to verify that. 

wenstor PurreL. But it is substantially in excess of 50 percent 
anyway ¢ 

¥. "aerate Oh, yes, sir. I could develop that and furnish it 
along with the additional information. 

Senator Purret.. No; that is all right. 

Senator Lauscue. I do want to ask a question. 

Senator Scuorrre.. Senator Lausche. 

Senator Lauscure. Do you know why different language was used 
in the exception clause governing agricultural products from that used 
in the exception clause governing fish ? 

Mr. Avucetto. No;I do not. There was no discussion in any of the 
legislative history as to the reason for the distinction. But that dis- 
tinction has been brought out in several court decisions and the Com- 
mission decision as well. 

Senator Lauscur. Now then, your suggestion that if the provision 
in the Agricultural Act is modified, that there should be a modification 
of the Fish Act so as to place in the nonexempt category fish that are 
spiced, pickled and so forth, is that what would be the exemption ? 

Mr. Avucetxo. Let me state it this way, sir: If frozen fruits and 
vegetables or frozen poultry or any other frozen commodities are reg- 
ulated as a result of new legislation, we feel that it would be imperative 
to reiterate the present fishery exemption, so that it is clear that the 
present exemption includes frozen fishery products. 

We have no argument over the present regulation of preserved fish- 
ery products, such as canned, pickled, smoked, and so forth. We do 
not wish to change that at all. But we think it should be spelled out 
in any legislation. 
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Senator Lauscuz. What is the present language creating the ex- 
ception? Can you give it, please ? 
r. Auce.io. The present act merely reads— 


Fish, including shellfish— 


But, by Commission decision, it has been interpreted to include—read 
as follows from the Monarch Egg case— 


The term “shellfish” means frozen, quick-frozen, and unfrozen fish and shellfish 
in the various forms of which it is shipped, such as live fish, fish in the round, 
beheaded and gutted fish, beheaded shrimp and oysters, clam, crabs and lobsters, 
with or without shells, including crabmeat and lobster meat, but excluding fish 
and shellfish in hermetically sealed containers and fish or shellfish which have 
been otherwise treated for preserving, such as smoked, salted, pickled, spiced, 
corned, or kippered. 


Now, we feel that the distinction drawn by the Commission, that 
is the criterion, the method of preservation, should be incorporated in 
any modification of section 203 (b) (6), so that we don’t have a situa- 
tion in the next few years that existed with respect to the exemption 
of agricultural products. 

Senator Scaorrret. Thank you, Mr. Augello. 

(The prepared statement of Mr. Augello is as follows :) 


My name is William J. Augello, Jr. I am an attorney, practicing at 99 Hudson 
Street, New York City, New York State, and I am appearing here today as traffic 
counsel for the National Fisheries Institute, Inc., of 1614 20th Street NW., 
Washington, D.C. 

I have been also authorized to state that the following testimony reflects the 
views of the Massachusetts Fisheries Association, the Texas Shrimp Association, 
the Gloucester Fisheries Association, the Oyster Institute of North America, and 
the Northern California Seafood Institute. 

In the course of the testimony before your committee, presented by representa- 
tives of the railroad and trucking industries concerning the deteriorating railroad 
situation, it became apparent that exempt transportation was undergoing a 
concerted attack. The committee also received a request for repeal of the exemp- 
tion by two organizations, who purported to reflect the views of the exempt car- 
rier industry. 

In view of the fact that the transportation of fish and shellfish has been exempt 
from ICC regulation under the provisions of section 203 (b) (6) of the Inter- 
state Commerce Act, the fishery industry is greatly dependent upon the services 
of exempt carriers. It was deemed essential, therefore, to inform this com- 
mittee that the conditions alleged by previous witnesses. to be prevailing in the 
exempt carrier field do not exist in the transportation of fishery products by 
exempt carriers. d 

Furthermore, we desire to make known to the committee that the fishery 
industry and the exempt carriers serving it are not in need of, nor do they desire 
regulation. 

The associations for which Mr. Buchanan and Mr. McCurdy spoke are com- 
posed of truckers engaged primarily in the transportation of fresh fruits and 
vegetables. Most of these products are shipped to be delivered at a specified 
date and hour to meet certain market sales, thereby creating special problems 
for these truckers which are not encountered by exempt carriers of frozen fishery 
products. The great majority of exempt carriers serving our industry operate 
tractor-trailers equipped with mechanical refrigeration units which are required 
for the satisfactory transportation of frozen fish, poultry, and fruits and vege- 
tables, as distinguished from produce trucks equipped with an ice bunker and 
a fan for the circulation of cool air. 

To the best of our knowledge, the exempt carriers engaged in the transporta- 
tion of frozen commodities are not members of the National Agricultural Trans- 
portation League or the Perishable Commodity Carriers’ Association, and gen- 
erally do not share their request for regulation. 

The fishery industry has special problems peculiar to the distribution of its 
products. The first and foremost problem is that it virtually lacks regulated 
carrier service for the transportation of frozen products in less-than-truckload 
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lots. Our members have been told by numerous ICC carriers, including those 
operating mechanically refrigerated trailers, that they are either unable to or 
unwilling to arrange for the distribution of small quantities of frozen products 
and will not accept truckloads requiring numerous split deliveries at various 
destinations en route. 

The industry has, therefore, been wholly reliant upon exempt carriers to 
provide this essential service. As a matter of fact, these carriers have been 
credited by many producers, many of which are located at inaccessible seacoast 
towns, with being responsible for the successful marketing of their many new 
products to inland and remote areas. 

This small-shipment problem can be attributed to the fact that the annual 
volume of fishery products is substantially less than the volume of competitive 
foods. As an illustration, the per capita consumption of fish during 1956 was 
only 10 pounds per person, as compared with 100 pounds for fresh fruits; 148 
pounds for fresh vegetables; 102 pounds for potatoes; 28.8 pounds for poultry ; 
356 pounds for milk and cream; and 163144 pounds for meat. (Statistical ab- 
stract of the U. S. Bureau of Census, U. S. Department of Commerce, table 99.) 

As a practical matter, distributors of frozen foods are generally able to place 
orders for truckloads of frozen fruits, vegetables, poultry, and other foods, but 
require substantially less supplies of fishery products. Our producers, there- 
fore, must use a carrier who is willing and able to either consolidate less-than- 
carload shipments of frozen foods for distribution throughout an unlimited area, 
or accept a truckload for delivery of small orders at numerous destinations 
specified by the shipper. It has been our members’ experience that common 
carriers have not been able to render these services. 

We are convinced that the services being performed by our present exempt 
carriers could not be duplicated by carriers operating under existing ICC regu-. 
lations. The Commission’s policy of restricting carriers’ certificates to specific 
commodities, limited origin and destination points, and specified routes, would 
act as a serious deterrent to the flexibility required.. Our industry is continually 
developing new and improved products and expanding its markets and distribu- 
tion points in an effort to increase the per capita consumption of seafoods. Our 
carriers, therefore, require flexibility in the commodities to be hauled, points to 
be served, and the routes over which they may operate. 

Contrary to Mr. Buchanan’s views, these essential elements. of exempt trans- 
portation will not be retained by the inclusion of a “grandfather” provision in 
the suggested legislation. A review of the ICC’s application of “grandfather” 
provisions under similar circumstances will reveal the many difficulties which 
will be met by exempt truckers desiring to obtain a certificate for the continua- 
tion of past operations. 

Having studied the practices of numerous exempt carriers, I am convinced 
that the majority of these individuals will be faced with many insurmountable 
obstacles in proving that they have performed “substantial and continuous” trans- 
portation as a bona fide carrier for hire. Many truckers have no contract of 
cathe with the shipper, the contract being between the truck broker and 
shipper. 

Many operate under lease to others, particularly on return movements to agri- 
cultural areas. Due to the nature of their business, there are many points 
between which operations are conducted sporadically and infrequently. It is 
reasonable to expect that exempt truckers who may seek to obtain a “grand- 
father” certificate under any of these circumstances, will meet with substantial 
opposition from present rail and motor carriers, and possibly other exempt 
carriers, as the applicants will have failed to submit adequate proof of their 
operation as a common carrier. The most that can be expected is that the 
Commission will issue a certificate restricting exempt carriers’ operations to the 
transportation of specific commodities presently being handled between specified 
points, as distinguished from broad commodity and statewide authority. 

Assuming that certain exempt carriers will qualify for “grandfather” rights, 
I doubt that exempt carriers fully appreciate the difficulties they will meet in 
obtaining extensions in their authority to cover new commodities or new points. 

We submit that the ills of the exempt carriers related by Mr. Buchanan and Mr, 
McCurdy will not be cured by the remedies they suggest. The problems which 
produce haulers have experienced stem mainly from the absence of a uniform 
and sound bill of lading contract between the shipper and the carrier. In recog- 
nition of this problem, various produce and fishery associations have been work- 
ing with exempt carriers on a special contract that will be acceptable to all 
parties concerned. 
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This group has completed drafting a special contract for the transportation of 
‘exempt commodities and it is expected to submit it to interested parties for their 
use, The widespread adoption of its provisions should rectify the complaints 
and problems pertaining to the collection of freight charges, adequate insurance 
coverage, and claim disputes. 

In this connection, it should be explained that these problems are directly re- 
lated to the existence of a number of irresponsible carriers in this field. The 
injustices related by Mr. Buchanan cannot readily be rectified until shippers 
and receivers are satisfied with the responsibility of the carriers for damages to 
the cargo and to the public. 

As to the matter of rates, we have not found any appreciable degree of in- 
stability or fluctuation of rates on exempt movements of fishery products. Several 
of the carriers serving our industry publish and observe rates for application 
between stated points and observe these rates for all shippers. There are in- 
stances where producers may pay rates equal to or higher than the prevailing 
common-carrier rates, due to the special services performed, such as multiple 
pickup and stopoff points. 

One leading producer in Georgia paid rates which were 5 percent higher than 
common carrier rates, to attract more competent operators, and now pays rates 
at the common carrier level. Most of the exempt carriers hauling fishery prod- 
ucts have fixed, steady movements at agreed rates, as our members prefer to 
maintain a reasonable rate level with dependable carriers rather than engage in 
daily rate negotiations with numerous unknown operators. These carriers gen- 
erally own or lease for long periods of time adequate equipment to meet their 
shippers’ normal requirements. 

The transportation of fishery products must remain exempt from ICC regula- 
tion if the industry is to continue its present distribution practices. The purpose 
of the fishery exemption was to provide our industry with a flexible, low-cost 
means of transportation. Flexibility is needed due to the highly perishable nature 
of our products. Fresh supplies of seafoods must be constantly iced to prevent 
rapid deterioration. Frozen seafoods require zero degree temperatures, par- 
ticularly the many new products which have been developed in recent years to 
meet the housewife’s growing demand for “convenience” foods. 

These products cannot be safely interchanged between numerous carriers, 
transferred to holding rooms awaiting consolidation of truckload quantities, or 
delayed at shipping points awaiting the location of a certificated carrier author- 
ized to serve all of the required destinations. 

Low-cost transportation is required because of the competition presented from 
other low-cost food products. There has been some discussion as to who benefits 
from exempt rates. | It should be clearly understood that, insofar as our industry 
is concerned, the fisherman, the boatowner, and the producer all have a real and 
continuing interest in every element of cost incurred, from the setting of the hook 
or net—as the case may be—to the ultimate consumption by the public, regardless 
of when position or title passes from the fisherman to the next link in the chain 
of distribution. If the cost of transportation or warehousing becomes too burden- 
some, the product will meet with sales resistance from price-conscious house- 
wives. Our products are not generally regarded as being basic, essential foods 
which must be purchased irrespective of the price. Milk, eggs, meat, and vege- 
tables, for instance, are generally purchased as basic foods, for which there is no 
substitute. 

If the fishery exemption is repealed, our cost of distribution will clearly be 
increased substantially. This conclusion is not speculative—it is based upon 
analysis of the extra costs with which presently exempt carriers will be burdened 
under regulation. 

Additional costs will be incurred in obtaining the initial operating authority 
from the Commission, filing subsequent applicaitons for extensions of authority, 
publishing of rates, joining tariff or rate bureaus, etc. Furthermore, shippers 
will be placed under the additional burden of locating carriers with appropriate 
authority to serve their many points of distribution, and will require technical 
assistance in checking and protecting published rates. Witness the substantial 
expenditure of time and money by shippers throughout the country who are 
required to voice their opposition to unjustified and unreasonable rates increases 
sought by regulated rail and motor carriers. 

In summary, it is the fishery industry’s position that any amendment to the 
fishery exemption or interference with the present operations of exempt carriers 
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would seriously impair the orderly marketing of fresh and frozen fishery prod- 
ucts. We are confident that the committee does not desire to recommend legis- 
lation which would fail to insure the continuation of the essential services pres- 
ently being rendered by exempt carriers. If the special problems alleged to 
prevail with respect to exempt rates for Florida and Texas fruits and vegetables 
warrant remedial legislation, it is respectfully submitted that the committee’s 
efforts should be directed toward the solution of those problems alone. 

The fishery industry would also like to take this opportunity to join in the 
regulated carriers’ request for the repeal of the Federal tax on the transportation 
of persons and property. 


Senator Scuorpret. Now, I understand that we want to hear one 
additional witness, if possible. By the way, we will reconvene at 2 
o'clock this afternoon. 

I understand that Mr. Richard Staley, vice president of the Quaker 
Oats Co., desires to get a plane or a train, and we will hear you now, 
sir. 

Mr. Sratey. Thank you, sir. 

Senator ScnorrreL. Your statement will be made a part of tlie 
record. You proceed as you desire, sir. 

Mr. Sratey. Thank you, sir. 


STATEMENT OF JOHN R. STALEY, APPEARING ON BEHALF OF THE 
CHAMBER OF COMMERCE OF THE UNITED STATES 


Mr. Statey. My name is John R. Staley. I am vice president of 
the Quaker Oats Co. I appear today on behalf of the Chamber of 
Commerce of the United States. I might say that I have had about 
40 years of experience in transportation, of which the first 4 were in 
the great State of Florida. I am sorry Mr. Smathers wasn’t here. 

Senator Scnorprret. The chairman of this subcommittee will be very 
much interested in that, He probably already knows it, 

(The prepared statement of Mir, Staley follows:) 


My name is John R. Staley. I am vice president of the Quaker Oats Co. I 
appear today on behalf of the Chamber of Commerce of the United States. 

In announcing that this subcommittee would hold hearings on the deteriorating 
railroad situation, one of the suggested areas for examination was that of new 
legislation necessary to insure a sound railroad industry as an integral part of 
our national transportation system. In line with this suggestion, I would like 
to discuss several areas in which action is needed to improve our transportation 
system. These are: 

Elimination of preferred rates to Government. 

Revision of present practices relating to competitive ratemaking. 
Discontinuance of unprofitable services. 

Clarification of congressional intent concerning common ownership. 
Redefinition of the agricultural exemption in the Interstate Commerce Act. 
Removal of the transportation and communication excise taxes. 

I will summarize my material, but request that I be permitted to submit a 
more detailed statement for inclusion in the record. However, before discussing 
these issues, I would like to make a brief observation concerning the railroad 
industry. 

The current railroad situation is a matter of concern to the entire business 
community. Transportation is one of the main pillars on which our economy 
rests, and the heart of the transportation system is the railroads. 

When the railroads suffer severe economic reverses, all other carriers and busi- 
ness concerns, generally, are affected. While our testimony at this time, of 
course, is being related to the subject of this hearing—the railroad situation—I 
should like to emphasize that our recommendations are intended to apply, where 
appropriate, to the entire transportation and communications industries. 
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FORMULATION OF NATIONAL CHAMBER POLICY POSITIONS 


I should like to describe briefly how national chamber recommendations are 
formulated. 

The policies on transportation, to which I am about to refer, were initiated by 
the chamber’s transportation and cOmmunication committee. 

This committee is composed of 45 individuals who are recognized leaders in 
their respective fields. They represent all modes of carriers, and highly qualified 
users, investors, and students of transportation. 

They provide the chamber with firsthand technical knowledge of national 
transportation problems and supply expert guidance. 

The members of the committee have studied the various problems with which 
the transportation industry has been struggling over recent years. Out of their 
deliberations have come these several recommendations which I will refer to and 
which we feel will do much to give the public a stronger transportation system. 

The recommendations, of course, sometimes represent majority rather than 
unanimous views. They become chamber policy only through approval of the 
chamber’s total membership. 

Using these policy statements as guides, the national chamber recommends 
the following legislative changes as in the best interest of the public. 


ELIMINATION OF PREFERRED RATES TO GOVERNMENT 


In April 1957, the national chamber presented a statement on the problem of 
reduced rates to Government to this subcommittee. These special rates are per- 
mited by section 22 of the Interstate Commerce Act. 

At that time, we urged that this section be amended to eliminate the authority 
of carriers to negotiate special rates to Government which were not similarly 
available to commercial shippers. 

In our testimony we pointed out that the Federal Government purchased trans- 
portation in such large volume that bidding for this business leads to bartering 
by carriers with the result that rates are sometimes driven downward to a non- 
remeunerative level. 

When rates on Government traffic are quoted at below full cost levels, com- 
mercial shippers are forced to pay higher rates on their shipments in order to 
make up the difference. 

Such situations have weakened the Nation’s transport system and the elim- 
ination of this special privilege is one of the steps that should be taken to foster 
sound economic conditions in transportation. The interim legislation passed last 
year by the Congress has not corrected the situation. 

We again urge this committee to amend section 22 of the Interstate Commerce 
Act so that transportation rates to Government will be subject to the same regula- 
tory controls, excluding the long- and short-haul clause, as those which apply to 
rates paid by the general public. 

Railroads should be relieved from complying with the long- and short-haul pro- 
visions of the fourth section of the act in filing Government rates. 

The time required in requesting relief from the fourth section places railroads 
at a competitive disadvantage in competing for Government business. 

We also recognize that there may be certain situations where rate concessions 
might be justified, such as in the interest of national defense, or because of an 
emergency such as flood, storm, earthquake, or other disaster. The amendment 
should include provision for special rates in such situations when authorized by 
the Interstate Commerce Commission. 


REVISION OF PRESENT PRACTICES RELATING TO COMPETITIVE RATEMAKING 
(Supplemental statement No. 1) 


At present, the Interstate Commerce Commission uses as one of its guides 
for ratesetting the effect such rates would have on other modes of transportation. 

The principle of denying lower rates because they would harm a competing 
form of transport ignores the varied characteristics of the several modes. 

One form may be able to handle a given shipment at a lower cost than another. 
However, in today’s regulatory scheme, a lower cost may not be sufficient to 
justify the establishment of a reduced rate because of a possible adverse effect 
on a competing form of transportation. 
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When this happens, the lowest possible transportation rates are not being 
made available to the shipping public and the consumer is paying higher charges 
than necessary. 

The chamber believes, therefore, that the public interest can best be served 
by amending section 15a of the Interstate Commerce Act to make clear that 
the effect of proposed rates on another form of transportation should not be 
a consideration in determining fair and equitable rates for the future, provided 
they are not less than minimum reasonable rates for the type of carrier proposing 
them. 

If this recommendation should become law, there are other sections of the act 
which would prevent a carrier from setting unfair or unreasonable rates. 

The first three sections of the Interstate Commerce Act declare such rates 
unlawful and empower the Commission to protect the public interest in this 
regard. 

DISCONTINUANCE OF UNPROFITABLE SERVICES 


(Supplemental statement No. 2) 


One of the most serious problems facing the railroads today is the continuing 
unprofitable passenger train services. The total passenger deficit is running well 
in excess of half a billion dollars each year. 

Practically all of the drain on deteriorating railroad revenues must be made 
up from freight service, meaning that the Nation’s shippers are underwriting 
these losses. 

We all recognize that people are not using the trains for travel as they once 
did. Many passenger trains in operation today carry only a handful of patrons. 
When this happens, it represents an unreasonable economic waste. 

The continued operation of these unprofitable trains stems largely from the 
reluctance of the State regulatory agencies to permit their discontinuance, usu- 
ally because of strong local pressures. 

It appears to be clearly in the public interest for all regulated common carriers 
to be given greater latitude in the abandonment of unprofitable services. 

We recommend that the Interstate Commerce Commission be given authority 
to act, following denial by State regulatory authorities or failure of such authori- 
ties to act within a reasonable period of time, on the right to discontinue intra- 
state services that unreasonably discriminate against, or place an undue burden 
on, interstate commerce. 


CLARIFICATION OF CONGRESSIONAL INTENT CONCERNING COMMON OWNERSHIP 


(Supplemental statement No. 3) 


Another important step which the chamber recommends is that Congress take 
whatever action is necessary to permit one form of transportation to own and 
operate another form with appropriate regulatory control. 

Every transportation company represents an investment in money and expe- 
rience. We believe that the opportunity should be made available for this 
money and experience to engage in any other form of transport, under appro- 
pirate regulatory controls. 

Such regulatory controls should provide for the preservation of competition 
and reasonable limitation of territorial rights. 

The shipping and traveling public should have available to it the best service 
that can be provided by utilization of different means of of transportation under 
a single management and the convenience resulting from such arrangements. 

A certificated carrier should be given the same opportunity to enjoy the bene- 
fits possible through diversification as any other independent corporation or 
person. 

It has been argued that common ownership of other modes of transportation 
will result in the absorption of all for-hire carriers in a given areas into one or a 
few companies. 

We do not agree with this. We believe that independent carriers have ad- 
vantages that will enable them to compete successfully between modes just as 
they now do within a single mode. 

We therefore recommend that existing statutes be clarified to assure that 
operators of one form of transportation service will be permitted to operate 
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other forms within reasonable territorial limits upon an adequate showing that 
it would be in the public interest and would not unduly restrain competition. 

All of the preceding recommendations have had the approval of the member- 
ship of the chamber. In an effort to give you our latest thinking, I should now 
like to deal with two recommendations upon which chamber policy is under- 
going change. 

The recommendations I will present on agricultural exemptions and transpor- 
tation and communication excise taxes have been approved by the chamber’s 
transportation and communication committee, its committee on policy, and the 
board of directors. They will be acted upon by the total membership at the 
business session of the annual meeting, on April 30 of tihs year. 


REDEFINITION OF THE AGRICULTURAL EXEMPTION IN THE INTERSTATE COMMERCE ACT 


(Supplemental statement No. 4) 


There is an acute need for clarification of the agricultural exemption clause 
in the Interstate Commerce Act. As matters now stand, recent court interpre- 
tations have badly upset long-established precedents and created confusion 
within the transportation and the food industries. 

On agricultural exemptions, the chamber presently supports the principle of 
exempting from economic regulation for-hire motor carriers transporting agri- 
cultural commodities and seafood to primary concentration points or markets. 

However, this “primary concentration point” approach has met with strong 
objection from farm organizations whose members have an important interest 
in this matter. 

In reviewing the exemption problem and searching for a more universally 
acceptable policy which would best serve the public interest, the chamber’s 
transportation and communication committee gave the question lengthy consid- 
eration and now is proposing a revision of its policy. 

In the proposed revision, the principle of exemption for farmers, nurserymen, 
and fishermen would remain in effect to provide needed flexibility. However, 
the exemption would not apply to commercially processed articles in which 
the initial owner, farmer, nurseryman, or fisherman has no direct interest in 
either their transportation or their transportation costs. 

It would also give the Interstate Commerce Commission the power to remove 
the exemption if it appears to be working against the public interest. 

The continuing loss of common carrier business brought on through broad- 
ening the exempt commodities list by the courts has proven serious. Every time 
another category of commodities is declared exempt by the courts, it has the 
effect of drying up another important source of revenue freight for this vital 
public service industry. 

The remaining traffic is forced to shoulder increased burdens and our common 
carrier service is weakened. 

The present situation also is discriminatory. The regulated carrier must 
publish his rate, adhere to it, and change it only through established process. 

The exempt hauler is under no compulsion to file his rates and may change 
them at will. He is virtually assured the traffic by fixing a rate just under 
that of his regulated competitor. This situation undermines not only the common 
carrier system, but the entire regulatory process as well. 

For these reasons, the chamber recommends that the agricultural exemption 
in the Interstate Commerce Act (sec. 203 (b) (6) be amended accordingly. 


REMOVAL OF THE TRANSPORTATION AND COMMUNICATION EXCISE TAXES 


(Supplemental statement No. 5) 


The chamber currently supports the removal of the wartime transportation 
and communications excise taxes. However, recent reconsideration of the excise 
tax subject by our committees and the board of directors has resulted in a 
proposed revision, which would call for elimination of all discriminatory excise 
taxes on transportation and communications. 

We are aware that your parent committee has already gone on record in 
favor of repeal of most of the transportation taxes. Repeal or modification 
of the tax will be of great benefit to the entire for-hire transportation industry 
and the traveling and shipping public generally. The business community 
generally is united in opposition to these taxes. 
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We do urge, however, that there be added to the proposed amendment of your 
committee a provision which would also remove the equally discriminatory com- 
munications excise taxes found in section 4251 of the Revenue Code, and the 
tax on the transportation of oil by pipeline found in section 4281 of the code. 

The reasons advanced by this committee for repeal of the transportation taxes 
apply with equal vigor to the communications tax and to the tax on oil by pipe- 
line. 

REJECTION OF ADVERSE LEGISLATION 


The final point on which I will testify concerns certain pending legislation. 

The chamber’s members have endorsed the principle that legislation which 
interferes with the proper functions of carrier management, such as the make- 
work variety, should not be adopted unless there is a clear showing that it is 
required in the public interest. Such laws place an uncalled for drain on carrier 
revenues. 

Congress should take a critical look at new proposals which would add un- 
necessary costs to the carriers’ existing financial burden or would constitute 
undue interference with carrier management. 

Examples of proposals of this type are S. 1672 and S. 2480, which extend the 
coverage of the hours of maximum employment law to employees not now cov- 
ered, and shorten the maximum period of time that employees may be permitted 
or required to be on duty. 

Also, H. R. 897, which authorizes the Interstate Commerce Commission to 
make mandatory the installation of certain railroad communication systems and 
to establish rules and regulations governing their operation. 

We urge that no such legislation be enacted unless it can be clearly shown to 
be necessary for safety or other public interests reasons. 


CON CLUSION 


To sum up our proposed recommendations, the national chamber urges the 
adoption of legislation which would: 

1. Amend section 22 of the Interstate Commerce Act to eliminate the authority 
to negotiate special rates to Government. 

2. Amend section 15a of the Interstate Commerce Act to make clear that the 
effect of proposed rates on another form of transportation shall not be a con- 
sideration in determining fair and equitable rates for the future. 

3. Clarify section 203 (b) (6) of the Interstate Commerce Act to dispel the 
confusion surrounding the present agricultural exemption. 

4. Amend the Interstate Commerce Act to authorize the Interstate Commerce 
Commission to act on abandonment cases involving unprofitable intrastate 
services. j 

5. Clarify the Interstate Commerce Act and the Civil Aeronautics Act to permit 
operators of one form of transportation service to operate other forms. 

6. Repeal the discriminatory excise taxes on transportation and communica- 
tion. 

7. Reject legislation which is of make-work variety, which unnecessarily inter- 
feres with the proper functions of management, or which adds unnecessary costs 
to the carriers’ financial burden. 

Mr. Statey. The subcommittee in initiating these hearings said they 
wanted suggestions about the new legislation that might be helpful in 
dealing with this deteriorating railroad situation. That is why I am 
here. 

We people at the chamber of commerce have some ideas that we think 
would be helpful, and we want to make our position known. Dy. 

We have suggestions with regard to six subjects. One is the elimi- 
nation of preferred rates to the Government. 

Second, a revision of policies affecting competitive ratemaking. 

Third, the discontinuance of unprofitable services. 

Fourth, the common ownership of various forms of transportation. 

Fifth, the agricultural exemption provision. ee ; 

And, sixth, the repeal of transportation and communications excise 
taxes. 
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Now, before commenting individually on these six subjects, I would 
like to tell you just a minute how these policies are arrived at. 

I assume the chamber of commerce needs no introduction. But it 
has a transportation and communications committee consisting of 45 
people who are generally recognized as being leaders in their indus- 
tries. 

These members consist of representatives of the various types of 
transportation and communications, and users of those facilities and 
investors. 

This group meets and discusses, after study, problems that confront 
their industries and suggests — for the chamber to adopt. Those 
policies, in. turn, are siento to the board of directors and the overall 
policy committee of the chamber, and if they pass them, they are final- 
ly submitted to the membership. 

We believe that our policies are objective, and speak for a wide seg- 
ment of our economy. 

Senator Scuorrret. Do I take it, then, that your six topics here that 
you have mentioned have gone through that process ? 

Mr. Sratxy. Yes, sir. But two of them I will have to tell you 
about separately. 

Senator ScHorrrer. All right. 

Mr. Sratey. Now, talking about these special rates for the Govern- 
ment, the chamber for several years has been on record favoring the 
repeal of section 22. There has been a wealth of testimony as to the 
abuses that exist in connection with the use of section 22. They are 
still going on. 

Today there is a new section 22 quotation filed on the average of 
every 13 minutes. The Department of Defense admitted that they 
received concessions in excess of $100 million a year. ‘We don’t know 
what these concessions amount to for all of the departments of the 
Government, but we believe it is a large sum, and that these conces- 
sions represent a drain on the carriers, the carriers that are in trouble 

ay. 

Sc. the position the chamber wishes to reiterate, it asks that section 
22 be amended as recommended in our statement. 

Now, as to competitive ratemaking, it seems to the members of the 
chamber that in too many cases the Interstate Commerce Commission 
decides what rates should be established not on the basis of merit, or 
under the provisions of sections 1, 2 and 3 of the act, but more with re- 
gard to the effect that one carrier’s rates may have on another form of 
transportation. 

We believe that the result of that practice and policy of the Com- 
mission is to deprive the public of the benefits of competitive rates. 

It may well have been that some of these industries at one time 
were industries and needed some protection, or to have an umbrella 
held over them. But the Bible says, “There were giants in the land 
in those days.” And if we could bring it up to date, I think we could 
say that there are giants in the land today, and these industries don’t 
need the protection that the Commission gives to them by holding an 
umbrella over one kind of transportation against the competition from 
another. 

Senator Lauscue. May I ask a question ? 

Senator Scnorrret. Surely, Senator Lausche. 
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Senator Lauscur, Are you familiar with the fact that the repre- 
sentatives of the airlines, the representatives of the truckers, and the 


barge carriers, all expressed vigorous opposition to a proposal such 
as you have made? 


r. Sratey. I read that in the press; yes, sir. 

Senator Lauscue. Let me hear your interpretation of the soundness 
of their objection. 

Mr. Sratey. Well, I would like to give you some things from my 
own experience. 

I first came down to Washington 31 years ago, and I got acquainted 
around at the Commission and I met the members of the Suspension 
Board. 

In that year, they had 590 I. and S. cases. It rocked along. It fell 
to a low of 352 in 1935. By the way, I have a statement here that 
perhaps would be helpful if you would look at it as I talk. 

I would like to have it incorporated in the record. 

Senator Scuorrret. How long is it? 

Mr. Sratey. One page. 

Senator Scnorrre.. It will be sole 

(The statement above referred to follows:) 


Amount and character of adjustments suspended by ICO 























Type of adjustment suspended 
Number 
| Number | of sus- red 
Year | of pro- | pended Both Other | tions are 
| tests adjust- Reduc- | increases than of total 
ments | Increases; tions and re- | increases | requests 
ductions | _ or re- 
ductions 
3, 620 162 3, 331 86 41 92. 01 
3, 398 173 3, 111 87 27 91. 55 
4,019 170 3, 654 152 43 90. 91 
3, 395 208 3, 042 128 17 89. 60 
2, 958 280 2, 467 193 18 83. 40 
2, 069 237 1, 405 409 18 67. 90 
1,319 265 995 42 17 75. 43 
1, 474 237 1, 146 83 8 77. 74 
976 254 652 53 17 66. 80 
733 275 403 40 15 54.97 
627 259 299 58 ll 47. 68 
567 283 227 44 13 40. 03 
517 322 146 37 12 28. 23 
570 349 165 47 9 28. 92 
777 416 292 63 6 37. 58 
1,117 226 853 21 17 76. 36 
E 232 1, 576 40 78 81. 82 
88 19 3 76. 49 
544 138 378 23 5 69. 48 
442 315 99 22 6 22. 39 
428 233 152 31 12 35. 51 
392 167 185 25 15 47.19 
352 194 123 34 1 34. 94 
433 178 201 34 20 46. 42 
461 172 245 25 19 53. 14 
626 278 253 73 22 40. 41 
439 228 125 60 26 28. 47 
487 286 104 65 32 21.35 
539 326 99 69 45 18. 36 
541 408 x4 Ot. dee seed 15. 52 
590 519 70d. whiepinciennidesuenhs 12. 03 
' 


Source: ICC annual reports, 1927-57. 


Mr. Sratey. Now, shortly after, about 8 or 9 years ago, the number 
of protests which began to be filed with the Commission increased 
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very sharply. In 1957, they had 3,620 suspension cases as against 
less than 600 in 1927. 
Now, this is the significant thing: I think the Commission was 
iven the power of suspension primarily to protect the public. But 
in 1927, 12 percent of the protested rates involved reductions, and 88 
DIgOne me them were suspended because they were increases. 
n 1957—— 

Senator Lauscue. Where does that show / 

Mr. Sratey. 1927, on the last line in the last column. 

Senator Lauscug. 12.03. 

Mr. Sratey. Yes, sir. 

Now, in 1957, 92 percent of the suspended rates were reductions, 
and only 12 percent of them were increases. 

I say that points out the fact that the public is being deprived 
of the benefit of these competitive rates. I can give you a case where 
I am being hurt right now. 

The canned-goods shippers of the country met with the carriers 
in the East and the South and pointed out some competitive problems 
that they faced, and they agreed to a general level of freight rates on 
canned goods for uniform application within the eastern territory and 
in the South, and between the North and the South, and also between 
the West and the South and the East. And those rates were published. 

Now, a steamship company, which wants to do business between 
some of the North Atlantic ports and New Orleans, without saying 
anything to the shippers, asked for the suspension of those rates. 
And, by golly, the Commission suspended them; all of them. 

Now, my company ships hundreds of cars of canned dog food from 
Marion, Ohio, to the South—we will say Chattanooga is a big receiv- 
ing point—and we are paying $50 to $100 a car more freight charges 
today because that steamship company, which cannot possibly handle 
any freight from Marion, Shio, to Chattanooga, asked for the sus- 
pension of our rates. 

I don’t think the Commission should suspend rates like that. And 
even if they could handle the business, if the railroads can handle this 
pape at a lower rate and make money, they ought to be permitted 
todo it. 

I would say the same thing for trucks. If a truck can make money 
at a lower rate than the railroad, give the people of the country the 
benefit of those reduced transportation costs. 

And that goes for barges. If they can handle the business and 
make money, give them the chance to do it. 

But we believe in free competition, and that is the policy —— 

Senator Lauscue. Will you please repeat the interpretation that 
you made of these figures on the year of 1957? In 1957, the chart 
shows 4,391 protests. 

Mr. Sratey. Yes, sir. There were 3,620 different rate adjustments 
suspended. Now, there may have been—there may have been a num- 
ber of requests for suspension for the same rate adjustment, but of 
4,391 adjustments protested, there were 3,620 suspended. And over 
in the last column, it shows that 92 percent of those were reductions. 

Senator Lauscue. All right. 

Now, then, in the fourth column, you show that 162 increases were 
granted ; is that correct ? 
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Mr. Sratey. No. Up at the top, it says the type of adjustment 
suspended. There were 162 adjustments which were protested and 
suspended which involved increases in rates, and there were 3,000-—— 

Senator Lauscue. Well, now, the figure 162 means that in 162 pro- 
tests, increases were granted ¢ 

Mr. Stratey. No. Increases were protested and they were sus- 
pended. 

Senator Lauscue. Isee. There were 3,321 reductions ? 

Mr. Sratey. Which were protested and suspended. 

Senator Lauscne. Yes. 

Mr. Sratey. And the public was deprived of the use of those rates 
which the carriers wanted to give them. 

Now, I am glad you brought that subject up again. 

There has been some talk around here about competition as between 
different modes of carriers and competition between carriers of the 
same mode. 

I made an investigation of these figures within the last few days, and 
I found to my surprise that not one protest in a thousand is the protest 
of one railroad company against another railroad company’s reduced 
rates. 

I can only think of a handful of cases like that. There were about 
15 protests of railroads against railroads in all of this great number 
you see over here, but they involved chiefly the matter of routing, the 
closing of routes. Some people call them routes. 

Now, this great number of reductions that were suspended, more 
than half of those protests were protests of motor lines against other 
motor lines’ rates. They weren’t protests of motor against rail lines. 
Most of these protests are of motor lines against motor lines. 

Senator Lauscue. Now, is the net result that low rates were de- 
clared improper because they had an adverse impact upon different 
modes of transportation, and therefore the Commission ordered the 
rates increased ¢ 

Mr. Sratey. No, sir. I don’t know the disposition of these cases, 
but the Commission ordered the rates suspended until it could in- 
vestigate them. 

Now, after they investigated them, sometimes they let them go in, 
sometimes they forced the carriers to raise the rate. 

There have been a great many instances when rail lines wanted to 
publish rates between certain points and they were protested, for ex- 
ample, by water lines, and the Commission wouldn’t let the railroads 
put in rates that were as low as the water lines’ rates. They forced 
them to make rates, as a rule, 25 percent higher than the water lines’ 
rates. I think that isn’t good business. 

Senator Lauscne. That is under the theory that they had to hold 
an umbrella over another mode of transportation. 

Mr. Sratey. Exactly. 

Senator Lauscue. hind you think that holding that umbrella over 
other modes of transportation defeats competition and consequently 
adds an increased burden upon the consumer and the public in the buy- 
ing of merchandise ? 

r. Statey. There is no doubt about that in my mind. That is ex- 
actly what we think and that is the position of the chamber of com- 
merce, that there should be a free interplay of competitive forces. 








1516 PROBLEMS OF THE RAILROADS 


Senator Lauscuer. And is this opinion which you have expressed the 
product of your long experience in this work ¢ 

Mr. Starter. Yes, sir. I believe in competition. 

Senator Lauscue. Your position, then, is that competition has been 
killed to the injury of the public and the shipper ? 

Mr. Srarey. I think it has been stifled. 

Senator Lauscue. Stifled ? 

Mr. Statey. Yes, sir. 

Senator Lauscue. Proceed. 

Mr. Sratey. Now, I would like to talk about these unprofitable 
services. You have heard about that from other people in detail, and 
I am not going to try to polish up something that somebody else has 
put in the record. 

But it is the position of the chamber, although we deplore the ex- 
tension of Federal authority over State matters, that the Interstate 
Commerce Commission should have overriding authority covering the 
discontinuance of passenger service, even as they have for the aban- 
donment of all service. 

The ICC has that power, to authorize an abandonment of all serv- 
ice. We think they should have that power with regard to passenger 
service exclusively, where it is necessary. 

We would like to throw out a word of caution. Just a few weeks 
ago, maybe 2 or 3 months, the Supreme Court in a decision involving 
an intrastate matter, came out with some new standards which seem 
to me is going to give the Commission a lot of trouble in dealing with 
intrastate matters. They set up some ideas about cost studies and 
other things that might be done. 

I saw one statement where it would cost one railroad a million and 
a half dollars to make the cost study that would be required to make 
the kind of a case that the Supreme Court said would have to be made 
before the Commission. That is in the matter of Chicago commuter 
fares on the Milwaukee Railroad. 

So, if you do give this Commission authority to deal with this pas- 
senger thing, please fix it so that their hands won’t be tied by some 
such requirement as this. 

Now, as to the matter of common ownership, the chamber believes 
that the common ownership of more than one type of transportation 
is in the public interest. 

Senator Lauscue. Might I go back to the last subject for a moment? 

Charges have been made, I think by the truckers, and the airlines, 
that the railroads have tried to discontinue passenger service where 
it was evident that it was being operated at a loss and ought to be 
discontinued. 

May I have your view on that, concerning the soundness of the 
course that the railroads have followed ? 

Mr. Sratey. Well, Senator, in a large number of cases, the carriers 
have made an effort. to get rid of passenger service, and they have 
literally abandoned thousands and thousands of miles of service with 
the approval of the State authorities, of course, in most all instances. 

Now, there are some railroads which operate trains, that don’t fully 

ay their way, for prestige p . I can think that that might 
. true of some lines, some of the transcontinental carriers. But I 
believe that those cases are in the minority. 


—EEE 
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Senator Lauscue. You believe that the railroads have made a 
legitimate effort based upon reason to discontinue services where they 
have not been profitable ? 

Mr. Sratey. In the majority of cases, yes, sir. 

Senator Lauscue. And you are also familiar with the fact that 
most often when they make an application to discontinue services they 
met with the opposition from the main cities on the lines, opposition 
from the unions of the railroads, and frequently also from some par- 
ticular industries that have a special interest in the services which 
are being rendered ? 

Mr. Sratey. Well, I am quite sure that they have met with lots 
of opposition. But in other instances, they have done a very good 
job of public relations work in selling their proposition. 

I can remember when the Seaboard Airlines wanted to abandon 
service from Savannah to Montgomery. They got together with the 
city fathers in every town on that line, and it must be about three or 
four hundred miles, and they sold them on it. They had virtually no 
opposition and they eliminated the passenger services. 

They showed they had buses ona highways and would have facili- 
ties for taking care of the mail and express, and they had virtually 
no opposition. 

Some other places, though, the railroads have gone out like a bull 
in a china shop, ignored public relations and public opinion. You 
don’t get anything done by being brutal about it, you have to go out 
and sell it. If you have something to sell, you can do it if you are 


The chamber favors transportation systems rather than rail systems 
or highway systems or waterway systems. We believe in the integra- 
tion of these transportation facilities, subject to suitable regulatory 
control, and without any undue restraint of competition. 

We wouldn’t want to see a situation where a great area was com- 
pletely dominated by one carrier. 

Now, there are two other matters I would like to touch upon. 

Senator Lauscue. That is the chamber favors giving each of the 
different modes of transportation the right to diversify their service? 

Mr. Sratey. Yes, sir. 

Senator Lauscue. And you believe that would be in the general in- 
terest of the public? 

Mr. Sratey. I believe it personally, and that expresses a position 
that has been taken by the chamber’s transportation and communica- 
tions committee after lengthy discussions. It has been considered by 
the board of directors and policy committee, has been submitted to the 
entire membership of the chamber. 

Senator Lauscue. What answer do you give to this proposition, that 
the truckers would be destroyed if the mighty power of the railroads, 
with all their finances, was allowed to go into the trucking business? 

Mr. Sratey. I just don’t believe that that is true. 

In the first place, right now we are talking about railroads not 
having any financial power. They are supposed to be poverty-stricken 
and in trouble. But I believe that there wil! always be a need for in- 
dependent trucking lines. They will perform services—there is a 
place for them. 
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I could think of many advantages, however, that would come from 
having an integrated transportation system, perhaps with differential 
rates for one type of service as compared with another. 

There is nothing unusual about differential rates; we have them 
today. For example, from New England over to your State, dif- 
ferential rates via the Canadian Lines. It is a long round-about way, 
so they have differential rates. 

I believe an integrated system can come in with one rate for fast 
super-duper truck service, and a differential rate moving by water, 
with a low transportation cost on Government-provided facilities. 

ae Lavuscue. How would you avoid the development of mo- 
nopolies 

Mr. Srarry. Our proposition calls for suitable and appropriate reg- 
ulatory control and we think that the Interstate Commerce Commission 
would keep their finger on the situation so that the monopolies would 
not be created. This doesn’t say that they can go and do these things 
helter-skelter and without any regulation. 

We have some people down at the ICC in whom we ought to have 
a great deal of confidence and we think they could very well handle 
that situation of monopolies. 

Now, there are two areas where the chamber has a policy which is in 
the process of revision. I would like to speak about those. 

One relates to the agricultural exemption. We believe there is an 
acute need for clarification of the agricultural exemption clause. I 
don’t have to tell you about all these court decisions that have brought 
about thisconfusion. To show you how far it goes: Only last week the 
Commission decided that frozen coffee concentrate should be an exempt 
commodity because it is a frozen food and they felt impelled to take 
that position because of some of these court decisions. 

I don’t think it was ever in the minds of Congress that such com- 
modities should be excluded or exempt from regulation. I am won- 
dering, too, if it weren’t intended to confine these exemptions to do- 
mestic business. I am wondering if Congress wants to exempt 
bananas and coconuts and pineapples and coffee beans and cocoa beans. 
I don’t see where our American farmers have any interest in those 
commodities. 

Now the present chamber policy supports the principle of exempting 
from regulation motor carriers transporting agricultural commodities 
and seafood, and nursery stock to initial markets. 

Now, this policy has met with objections from some farm organiza- 
tions and we sought to find a policy which would have more 
unequivocal acceptance. Soa few months ago our transportation and 
communications committee considered and approved a policy which 
would suggest that this provision for exemptions of agricultural com- 
modities and horticultural and fish, seafood commodities, would be 
retained for farmers and nurserymen and fishermen in order to provide 
the type of flexibility that a lot of that transportation needs. 

However, the exemption should not apply to commercially processed 
articles in which the initial farmers or nurserymen or fishermen have 
no direct interest, either in its transportation or its transportation 
costs. In other words, for example, if grain is brought to a country 
elevator and then maybe shipped down the river and across to Tampa, 
then it is picked up by a ack there, that farmer up in Iowa, or Illinois, 
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he hasn’t the slightest interest in that transportation inland from the 
seaport into the interior of Florida. That is the type of thing that we 
think should be spelled out, that the exemption should be confined to 
that type of transportation in which the producer has a direct interest. 

We also think that the Commission should be authorized to remove 
some exemptions if it appears to be working against the public 
interest. 

Now, this policy which I have stated was worked up by the trans- 
portation committee of the chamber, it has been approved by the board 
of directors, and the overall policy committee of the chamber, and it 
will be submitted to the entire membership within the next few weeks 
and we rather think that it will be approved by the membership because 
it has already passed three committees. 

Senator Lauscue. Mr. Staley, how does this proposal of yours serve 
the public interest ? 

r. Sratey. Well, we think that the common carrier systems of the 
country, which we very much need, are being badly hurt by a lot of 
irresponsible transportation. The chamber believes that it is necessary 
to have a strong common carrier system, and while it is true that some 
exemptions are needed for certain types of traffic, that those exemp- 
tions should be minimized and the door shouldn’t be open for the de- 
struction of basic common carrier transportation, whether it is high- 
way, railroad, or what have you. 

enator Lauscur. Thank you. 

Mr. Stratey. Now, as to the transportation and communications tax, 
the chamber supports the repeal of these excise taxes. 

Senator ScHorrre.. That is one thing that everybody agrees on, 
outside of the Treasury Department. 

Mr. Sratey. I might say that the only thing I know of that has more 
universal appeal would be a raise in pay. 

Our policy, however, goes a little bit further because we think there 
should be a repeal of the communications tax in section 4251 of the 
Revenue Code, and the tax on the transportation of oil in pipelines, in 
section 4281 of the code. That is a 4%-percent tax on the transporta- 
tion of oil. It is like the 3-percent tax on the transportation of 
freight generally. 

Senator Scuorrre.. Of course, you realize what we are going to be 
up against here is that we sinh these provisions with reference to 
the railroads and the impact that the present economy and lack of 
business is having on these roads, and if we go all the way, we are 
going to be met with very stern opposition with reference to the defi- 
cits that are likely to follow. 

Would it be your considered judgment that we should look at this 
thing and come up with something that might be practical, where we 
could take it off = some reasonable degree, rather than include all 
of these in it ? 

Mr. Sratey. Mr. Chairman, I think that any move in that direction 
is a move in the right direction, but the chamber’s position, the busi- 
ness people, is that the removal of these taxes will stimulate business. 

Now, of course, if you want my personal opinion, I think the Gov- 
ernment ought to quit spending so much money, too, so they won’t 
have that deficit. 

Senator Scuorrret. I will buy that one. 
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»: Senator Lauscue. I notice. you shook a little bit. when you said that. 
Mr. Sratey. Yes, sir: wil] ‘q 
Now, we have one final point. 

.. Senator ScHoEPrPEL. right. Mr. Staley, we are going to recess 

here:in about 5 minutes. If you can cover that in 5 minutes, as the 

chairman says, we'will be glad to hear you. 

Mr. Sratxy. It will take less. From time to time there have been 
bills: introduced which,in some instances are make-work bills and 
sometimes they interfere with the operation of management. 

We don’t take a position as to the merits of these particular bills, 
but we have in mind ‘such things as S. 1672 and S. 2480, which extend 
the coverage of the maximum work law, and as to some employees not 
now covered, and the other shortens the present maximum work hours 
of nae on cub. 

H. R. 897 is another bill that proposes to give the Interstate Com- 
merce Commission authority to make mandatory the installation of 
what could be some extremely expensive railroad communication sys- 
tems, and to establish rules and regulations for their operations and 
maintenance. 

Now, those things may be good, they may be in the public interest, 
but the chamber has an overall policy that Cunuan should not im 
additional strains on business enterprises or transportation operations 
unless they are absolutely required in the public interest. 

We ask that these bills and other bills of that type be given very 
careful scrutiny. I want to thank you very much for listening to 
what I have to say. 

Senator Lauscur. Do you have, as members of the United States 
Chamber of Commerce, railroads? 

Mr. Statey. Yes, sir. 

Senator Lauscue. Do you have airlines? 

Mr. Sratey. Yes, sir. 

Senator Lauscue. Truckers? 

Mr. Sratey. Yes, sir. 

Senator Lauscue. Barge carriers? 

Mr. Sratzy. Yes,sir. Pipelines and taxicabs. 

Senator Lauscue. And do you take the position here that owing to 
the diversity of your membership, you are able to give an objective 
and impartial view of what ought to be done? 

Mr. Stratey. We think so, yes, sir. 

Senator Lauscue. I am looking, frankly, for witnesses who will not 
have an ax to grind. The railroads have one, the truckers have one, 
the barge lines and the airlines and the pipelines. 

What I am looking for is witnesses that will speak for the public. 

Mr. Sratey. Well, sir, I hope that I am that kind of a witness. We 
use those facilities and we need them and we have thousands of mem- 
bers who utilize those facilities. And these policies which we are 
advocating have been submitted to the membership of the chamber of 
commerce which is truly a very broad body. I am sure I don’t have 
to describe it to you. 

Senator Lauscue. How many members do you have? 

Mr. Stratey. 20,000 business members. 

Senator Lauscue. And they cover the whole gamut of business en- 
terprise in the country ? 
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Mr? Srauey:. [.think»you would, be hard pressed to find a form of 
business that isn’t represented in membership in the chamber. 

Senator Scworrren, ‘That inolndes: the farm, organizations? 

Mr. Stanger. Yes; sir. 

Senator Scuorpret.: I notice: you left that out awhile 

Mr. Srarey.! I didn’t intend to do that. They are in oe and they 
are very. vocal, too,'and they have our respect. 

Senator ScroRrPED. Anything further, Senator Lausche! 

Senator Lauscue. That is all I have. 

Senator ScHosrren. We will:start at 2 o'clock! with Mr, Charles 
Baldwin. 

Thank you very much, Mr. Staley. 

(Whereupon, at 12:37 p. m., the committee adjourned. to recon- 
vene at 2 p. m. of the same day.) 


AFTERNOON SESSION 


Senator Smatuers. Gentlemen, if the meeting will come to order. 
it is 3:30. I may state for the record that I was regretful that we 
had to postpone the hearing right after lunch, but some other matters 
arose which at the moment had to be taken care of. So we will now 
continue with our first witness, Mr. Charles Baldwin, the chairman 
of the transportation committee of the American Association of Nurs- 
erymen, Inc., Washington, D 

r. BALDWIN. Yes, sir. 
Senator Smaruers. Mr. Baldwin, we are glad to have you. 
Mr. Batpwin. Thank you. 


STATEMENT OF CHARLES H. BALDWIN, CHAIRMAN, TRANSPORTA- 
TION COMMITTEE, AMERICAN ASSOCIATION OF NURSERYMEN, 
INC. 


Mr. Batpwrn. Mr. Chairman and members of the subcommittee, my 
name is Charles H. Baldwin, and I am traffic manager of the Jackson 
& Perkins Co., of Newark, N. Y., and chairman of the transportation 
committee for the American Association of Nurserymen, Inc. 

The American Association of Nurserymen is an organization of 
approximately 1,600 nursery firms in 47 States of the United sites 
engaged in the production and distribution of a variety of t 
nursery stock. This stock includes fruit and nut trees of all Janda, 
emall freit plants of all kinds, plants for reforestation and soil-conser- 
vation use, ornamental trees, shrubs, and ground covers used for 
various purposes, including the prevention of erosion along highways, 
landscaping of our homes, communities, and commercial oy public 
buildings, and asparagus and rhubarb roots for commercial farms 
and home gardens. 

We regret that it is necessary to take the valuable time of this sub- 
committee by adding our appearance into your crowded list of wit- 
nesses on the railroad situation. However, we feel that this appear- 
ance on behalf of our nurserymen was made necessary by the refer- 
ence to the agricultural commodities exemption made by Mr. Milton 
Ratner, appearing for the American Trucking Associations on Feb- 
ruary 17, and, even more particularly, the reference made by Mr. 
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Daniel P. Loomis, appearing on behalf of the Association of Ameri- 
can Railroads, when he stated on January 13, before this subcommit- 
tee, that the exemption ought to be repealed in its entirety. 

Since these references have been made to the agricultural exemp- 
tion, and since the Interstate Commerce Act was oe amended 
in 1952 to include horticultural commodities under the section 203 
(b) (6) exemption in order to clarify the intent of Congress, we feel 
it is essential to have the record show the vital importance of this 
exemption to our industry. 

In order to underscore the importance of this exemption to us, I 
should first point out some of the characteristics of our nursery stock 
which make it particularly dependent on the transportation cushion 
which can be provided only by the exempt hauler. The most common 
method of packaging nursery stock is by balling and burlapping the 
tree or shrub to be shipped, an operation which involves digging the 
plant with as much of the earth surrounding its root system left in- 
tact as is necessary to protect this root system and practicable for 
shipping purposes. In order for nursery stock to survive when shipped 
in this way, it is vital that the ball of earth surrounding each root 
system remain as undisturbed as possible during its transit from the 
original farm where it was grown to its ultimate destination. 

e digging of the plant itself involves a certain amount of shock 
to these plants, and it becomes all the more important for them to be 
handled as little and as carefully as possible once they are dispatched. 
These trees and shrubs when s ipped balled and burlapped, require 
special handling and often special equipment to avoid Ronen and 
subsequent loss. 

The proper handling of this material in transit is of great im- 
portance to its survival. The ordinary and uninstructed handler will 
normally obey the impulse to grasp “B and B” nursery stock by the 
top of the plant. This is, naturally, the easiest way to handle it, 
because there is then no need for stooping over. However, it is very 
damaging for “B and B” stock because every time the plant. is handled 
in this way there is a certain strain put about the roots. Once the ball 
of earth is cracked, there is always an additional decrease in survival 
when transplanted. A nurseryman or a consumer who knows how 
to handle nursery stock, on the other hand, will always handle a ball- 
and-burlap plant by lifting the ball. The exempt haulers engaged in 
transporting our commodity receive instructions from the shipper, 
and this shipper may be assured that his stock will be properly handled 
and will not be delayed in reaching the ultimate consumer. 

This brings me to the second major reason for our industry’s de- 
pendence on exempt haulers. As a highly perishable commodit 
which must be protected, not only from extremes of heat and cold, 
but also from drying out, it is esential that nursery stock be delivered 
to the consumer with as little delay in transit as possible. 

a the use of this means of transportation will assure the nursery- 
man that his nursery stock will not be delayed at various transfer 
points and will not be mishandled. The exempt hauler picks up the 
stock at our nursery farms and delivers it direct to the retail outlet. 

I hope that this brief outline of the importance to the nursery 
industry of the section 203 (b) (6) exemption in the Motor Carrier 
Act will indicate the importance to us of this exemption if we are to 
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retain the speed and flexibility of delivery essential to our marketing 
of thiscommodity. The 203 (b) (6) exemption has served our nursery 
industry well, as it has served all agriculture, and we would not want 
this record to be closed without indicating our concern for any threat 
to that exemption. 

Thank you, Mr. Chairman and members of the subcommittee. 

Senator SmMatuers. Thank you very much, Mr. Baldwin. 

Our next witness is Mr. George Vawter, Dried Fruit Association of 
California. 

Mr. Vawrer. Thank you, Mr. Chairman. 

Senator Smatuers. Yes, sir, Mr. Vawter. 

Mr. Vawrer. Respecting your brief time and your crowded slate 
I am going to request the privilege of skipping several paragraphs and 
request that they be entered in the record. 

Senator SmarHers. We will make your statement in full a part of 
the record. 


STATEMENT OF GEORGE E. VAWTER, REPRESENTING THE DRIED 
FRUIT ASSOCIATION OF CALIFORNIA 


Mr. Vawrer. Mr. Chairman and members of the subcommittee, my 
name is George E. Vawter. I am here today representing the Dried 
Fruit Association of California, a trade association composed of 
commercial and grower cooperative handlers of approximately 95 
percent of California’s annual production of dried fruits. 

The total production of dried fruits and raisins in California 
averages approximately 450,000 tons annually, with a farm value of 
around $90 million. The association includes the membership of my 
own firm, the Sun-Maid Raisin Growers of California, which is a 
farmer-owned and farmer-controlled marketing organization with 
more than 3,000 members. 

I serve in the capacity of traffic manager of our firm. I have been 
in transportation work for 24 years. I am also chairman of the 
transportation committee of the Dried Fruit Association, chairman of 
the executive committee of the Pacific Coast Shippers Advisory 
Board, and Chairman of the Transportation Research Advisory Com- 
mittee of the United States Department of Agriculture. 

My appearance here is to urge that the present exemption of dried 
fruit from regulation be preserved. 

We appreciate the opportunity to appear before your committee 
today to explain the great importance to the dried-fruit industry of 
the exempt status of motor transportation. Dried fruit was declared 
an exempt commodity in the Interstate Commerce Commission’s 
Determination Case, MC 968, in April 1951. A great revolution has 
taken place of our commodity since that decision. 

It is an inescapable fact that the service and versatility of the 
eexmpt motor transportation is direly needed by such a specialty crop 
as dried fruit. In the past several years, the buying schedules of 
even the large grocery chains have radically changed, so that the small 
inventories are not only desirable but: demanded by the buyer. 

Where formerly a buyer would take from 60 to 90 days’ supply of 
dried fruit, today they want a 10 day or 2 week supply so as not to have 
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their cash reserve in inventory and they require the supplier to cover 
their needs on short notice or lose this consumption. 

Dried fruit is a specialty crop and it is particularly impossible for 
all except manufacturers or the very large users to stock a rail car 
equivalent of this commodity and it requires a large market to use this 
quantity. It is, therefore, necessary that we have a flexible and 
versatile means of supplying the small markets with our products or 
otherwise lose the consumption in the smaller marketing areas which 
we are now able to supply by means of the exempt carriers. 

There is little question in the minds of the dried-fruit industry 
that the loss of the service we now have would react very unfavorably 
and without question reduce our per capita consumption which has 
shown a marked decline in recent years due to the greater competition 
for the consumer’s food dollar. If smaller markets would be required 
to haul from large terminals, the additional cost of local cartage plus 
warehouse distribution would increase the total cost out of all pro- 
portion, 

There have been a number of statements made before this committee 
by representatives of the regulated carriers that the exemption in- 
tended for the farmer now accrues only to the benefit of commercial 
interests. We challenge this statement if it is intended to relate to 
the dried-fruit industry. 

Our industry is highly competitive in the acquisition of the raw 
product from the grower and the grower in turn has benefited by in- 
creased returns reflecting the highest prices the processor is able to 
pay. Such prices must include such savings which accrue to the proc- 
essor from lower transportation rates and other cost factors. In the 
dried-fruit industry, the grower recognizes all factors which go into 
~ prices he receives for his fruit, including the costs mentioned 
above. 

However, during the last few years, American farmers as a group 
are receiving less and less as their share of the consumer’s food dol- 
lars. For instance, his percentage of the food dollar has dropped from 
in excess of 50 percent to a level of less than 40 percent. Therefore, 
any benefits such as transportation costs retained or acquired are of 
paramount importance to the grower. 

Our growers are well aware of consumer resistance which can de- 
velop as a result of unreasonably high prices, even though such prices 
are generally caused by Ganditions beyond his control, such as short 
crops, world markets, and other uncontrolled circumstances. He is 
fully aware of the fact that there is a ceiling which the consumer will 
pay, but conversely, no floor on what he as a grower is likely to receive. 
Again we say anything which goes into the making of the ultimate 
price to the consumer, including transportation costs, is of paramount 
interest to the farmers. 

The benefit which has accrued to the public from exempt truck 
transportation in the matter of rates is apparent from the rate history 
over the last 7 years. Until the Commission’s decision in the Deter- 
minations case in April 1951, dried fruit had always taken the full 
percentage increases in the rail rates. 

This resulted in a rail rate from California to Chicago, for example, 
of $2.06 a hundredweight, with a minimum weight of 60,000 pounds, 
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orior to the decision in that case. If the full percentage increases had 

en applied to the rail rates since that time, the present rail rate to 
Chicago would be $2.80 hundredweight. The rates which have actually 
been in effect on dried fruit from California to Chicago since the Com- 
mission’s decision in the Determinations case are as follows: 

The table on top of page 5 I ask to be inserted in the record. 

Senator Smaruers. All right. 

(The table above referred to is as follows :) 


Rates on dried fruit from California to Chicago 


























| 
Truck Truck 
Rail, Rail, 
Effective date 60,000 | Effective date 60,000 
pounds | 30,000 | Any pounds | 30,000 Any 
pounds | quantity | pounds | quantity 
| 

a. 13, 1951 1___. $2. 06 $1.90 |___- Feb. 23, 1956. -.....}--...-.- $1.73 $1.85 
ay 2, 1952..____- OEE. ook eb. Pee ec. Mar. 7, 1956__.___. eee oe ae eee 
Nov. 1, 1958....... BAUD Ricictan eet ict Sept. 1, 1956__...- Fs SF 1h, wompeatuean alent 
Dec. 28, 1953... _- Eset ceed 1.73 $1.83 || Sept. 5, 1956.__....}.-......_- 1.65 1.75 
FE Sitesi sips dies 1.78 1.88 li Oet.. 21966. ....-<).<nsbaicss am 1. 85 
Dec. 27, 1954. c ROe fon.2.82. ese. Aug. 26, 1957... ._- 1.50 1.7 1.90 

pe eee ee 1.70 1.80 | Feb. 15, 1958. __.__- 1.51 





1 Date of Commission’s decision in Determinations case. 


Mr. Vawter. I also want to interpolate here that these are stabilized 
rates in our trucking. We have been able to stabilize our rates very 
fully. And to my knowledge and to the knowledge of other members 
of the traffic committee of the Dried Fruit Association of California, 
there hasn’t been any variation from them. If there has been, it has 
been of such a small quantity that it is not even perceptible. 

I have shown the rail rates in this table on the basis of the 60,000- 
pound minimum rates because practically all of the dried fruit moves 
on this minimum. Most of the truck movement is under the “any 
quantity” rates. 

Two significant facts are disclosed by the foregoing table. In the 
first place, the rates on dried fruit are much lower today by reason of 
the presence of the exempt trucks than they otherwise would have 
been. This is a Lapse from a comparison of the existing rates of 
$1.51 by rail and $1.75 and $1.90 by truck with the rail rate of $2.80, 
which would have been in effect indy if all of the increases had been 
applied. 

hy the second place, the table shows very clearly that all of the re- 
ductions which have taken place since the Determinations case have 
been instigated by the railroads and the exempt truckers have merely 
followed the reductions by the rail carriers. 

In spite of these reductions in rates, the trucks have continued to 
handle an increasingly larger volume of this traffic. This is apparent 
from the following statistics which are compiled annually by the 
Dried Fruit Association of California. 

T request that that be put in also. 

Senator Smatuers. Very well. 

(The table above referred to is as follows :) 
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Interstate movement of dried fruit from California, in tons 


Year Rail Truck Intercoastal | Grand total 

Sele é ndp beta bb ha teh mereas sete rnetnren 159, 795 45, 597 58, 859 264, 251 
stevie, hin ca pa dgiehd Guinn pbeioomaeattes 137, 072 , 338 61, 236 271, 646 
ie contnnst~ned bleh Mii bbbbabhb ed} 4 sbbide 98, 762 87, 531 53, 099 239, 392 
ss ie acid Sor, aan dhesegnid aleliap alialacniiug es cn ce eaveseeaietn 79, 735 91, 431 65, 999 237, 165 
EERE Se Ba a Ee eA et 85, 054 , 505 63, 748 242, 
ST ott eN eck ocdaumabbedeuakadypetitmdnannen 73, 597 97,013 63, 264 233, 874 
Pitta dintnsipe ctnesnntinginntntalcnpndeieetebseu 93, 886 102, 998 62, 692 259, 5 


Mr. Vawter. In case the committee feels that these statistics are a 
result of a lower rate by exempt truck than by rail, we wish to 
impress upon you that at no time except the 1951 period when dried 
fruit was declared an exempt county have the truck rates been 
lower that rail. 

Since the reduction made in the above table November 1, 1953, the 
truck rates have been consistently higher than the rail, It is well 
to note that in spite of the fact that the rates by rail have consistently 
been lower than those quoted by the exempt truckers, the truck move- 
ment has more than doubled since the first year dried fruit was 
declared an exempt commodity. 

The table quoted above showing the movement of dried fruit by the 
various modes of carriers is a reasonable example of the need for this 
varied service to a comparatively small speciality industry such as 
dried fruit. We are furnished the competition needed to control rates 
and still pay a higher rate for the versatile service we enjoy by 
exempt carrier. These industries and buyers that are eek of 
taking the large minimum required by the rails will continue to enjoy 
the lower laid down cost as given by this more economical form of 
transportation. 

One of the frequent criticisms of the exempt carriers that has been 
reiterated before this committee many times is the lack of reliability 
of these carriers. The dried-fruit industry’s experience has been very 
much to the contrary and to our knowledge no shipper has ever lost 
a dollar through pilferage or lack of insurance. Each shipment we 
make is fully covered by cargo insurance and our claim ratio is most 
favorable. 

In fact, it is extremely rare that we ever have to absorb any loss and 
although we do not wish to offer this as criticism of the rail carriers, 
we can from motor lines be recompensed for any shortages, but like 
claims with the rail carrier in most instances are uncollectible. 

We appreciate the impossibilty of their policing, particularly stop- 
over cars, and practically all dried-fruit cars except those going to 
manufacturers are stopoffs. The speed with which claims are settled 
by the motor carriers is very gratifying and it is seldom that we have 
a claim 30 days old and most are settled within 10 days. 

The rails today advise that dried fruit, even though the rates are 
much lower than they were in 1950, is some of their most attractive 
business. This being the case, it is difficult to understand the increases 
permitted in general rate cases Ex parte 162-6 and 8, which moved 
dried fruit to the high levels attained in 1950 and still reconcile the 
attractiveness of the rates today even though four general rate in- 
creases have been approved by the Commisison since that date. 


cara. cmeam ace ne aater iN unm rmmaN me 2a Oi 





PROBLEMS OF THE RAILROADS 1527 


In view of the fact that dried fruit is a natural product of the farm 
and the only treatment given in preparing for human consumption is 
washing and packaging as is done on practically all fresh fruits and 
vegetables, with which it is in competition, and the commodity is 
basically as it is received from the producer, we request your earnest 
consideration of the fact that dried fruit is not basically different 
from fresh fruit. 

It will be a severe blow to the producers of dried fruits in Califor- 
nia, to make any change in the agricultural commodities exemption 
which would bring‘the motor transportation of their products under 
economic regulation by the Federal Government at any stage between 
the producer and the ultimate consumer. 

Thank you for the opportunity of appearing before you. 

Senator SMATHERS. Thank you. e appreciate your statement. 
We hope you have a nice trip back home. 

Off the record. 

(Discussion off the record.) 

Senator Smatuers. On the record. 

Our next witness is Mr. E. F. Steffen, chairman of the transporta- 
tion committee, National Council of Farmer Cooperatives. 


STATEMENT OF EDWIN F. STEFFEN, CHAIRMAN, TRANSPORTATION 
COMMITTEE, NATIONAL COUNCIL OF FARM COOPERATIVES 


Mr. Srerren. Mr. Chairman, with your indulgence, I am going to 
avoid reading a great deal of my presentation because time is slipping 
by and I notice you are under pressure with a great many other 
witnesses. 

My name is Edwin F. Steffen. I am general counsel of Farm 
Bureau Services, Inc., at Lansing, Mich., a farmer-owned and farmer- 
controlled cooperative association, and that association is a member 
of the National Council of Farmer Cooperatives. 

I have been a member of the council’s transportation committee for 
quite a while, and at the present time, I am the chairman of that 
committee. 

I do want to point out something about the way the Council of 
Farmer Cooperatives is organized. it consists of approximately 125 
direct members, and they are composed of approximately 5,000 sepa- 
rate associations, serving approximately 2,500,000 members. 

Now, the point I wish to make here, Mr. Chairman, is that I will 
refer to four policy resolutions, or policy positions. These have been 
adopted unanimously. 

is organization has a great variation in membership as far as 
the commodities are concerned, ranging all.the way from cattle, 
grain, cotton, beans, fresh fruits and vegetables, poultsy, nuts, and 
the whole run of agricultural commodities. Hence, it is quite essential 
that any position taken is taken with unanimous action. 

Now, there are 4 areas that I want to deal with, but there are only 
3 of these that I want to pass over quite rapidly and then I would 
like to emphasize the fourth area. 

The first area is on page 2 at the bottom, and I think there is no 
question about the unanimity of position with respect to the repeal 
of the excise tax on transportation of property. 
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We have a policy on that, set forth on page 3, under the heading 
of “Excise Tax on Transportation.” The primary reasons for the 
imposition of the excise 3-percent tax is a wartime measure and no 
longer exists. It is oppressive and discriminatory in many cases in 
its effect on agricultural shippers and the economy in general. 

Needless to say, the council favors its repeal. 

The next item on the bottom of page 3 is the one that I want to 
deal with last, because I would like to discuss that at length. 

But over on page 9, the other area that we discuss, has to do with 
the “redefinition of private motor carriers.” 

Now, the council has adopted a policy with respect to this subject. 

Senator Smatuers. Where is that again ? 

Mr. Srerren. That is on page 10. 

Senator Smatuers. Ten / 

Mr. Sterren. Yes, and the policy reads thus: 

Since the council regards the present definition of private carriers by motor 
vehicle as adequate to exercise proper control over the operations of such pri- 
vate carriers, the council is opposed to a statutory redefinition of private carrier 
by motor vehicle. 

However, I do want to bring out, Mr. Chairman, that we do not 
condone these “buy and sell” operations which have been the subject 
of a great deal of criticism. 

The other area that I would like to touch on before going to the 
meat of the discussion is on page 11. That deals with the passenger 
service deficits. 

Now, this is a very broad subject. But the council has indicated 
a policy as indicated at the bottom, realizing that no business, public 
or private, can indefinitely continue, a major department of which 
operates continuously at a deficit, the council board of directors 5 
years ago authorized support of appropriate and any needed legisla- 
tion which would vest the Interstate Commerce Commission with 
authority to permit the abandonment of any railroad line which is 
being operated at a loss and with power, on appeal from adverse 
orders of State authorities, to authorize the discontinuance of railroad 
services which are a burden on interstate carriers at a financial loss. 

Now, we are aware of the fact that there are certain practices which 
are very costly to the passenger roads, and we have included in our 
statement on page 13, two of such statements; one by E. H. Hallman, 
director of personnel for the Illinois Central Railroad, bearing on 
the full crew requirements. 

Of course, in his full statement, he indicated that a considerable 
cost is experienced by the necessity of having to follow such full crew 


uirements. 
The other statement is by J. E. Wolfe, vice president, personnel, of 
the Chicago, Burlington & Quincy Railroad Co. In this case, he deals 
with the labor costs due to the basic day and overtime requirements. 

Now, Mr. Chairman, the significance of these two statements is this: 
It calls to our attention the fact that here is an area where the Com- 
mission, the railroads, and labor have been unable to do anything 
effectively to reduce the costs, and probably here is an area where the 
Con can be of some assistance to indicate a direction that can 
be taken to bring such costs under control. 
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Now, this is only a small area, and yet if the statements from rail- 
roads can be relied upon, somewhere in the neighborhood of $46 
million in savings can be effected. That is on the basic day and over- 
time rules alone with respect to passenger service. 

Now, we are not familiar with all the ramifications of costs in con- 
nection with the railroads. It is a vast subject. But it has come to 
our attention, and I wanted to point out that policy position. 

Senator Smaruers. Do you think that your committee could draft 
up for us some language that they might recommend that we use in 
that particular connection, so that we might have it to study and 
maybe to hang our hats upon as something to proceed with ¢ 

Mr. Srerren. Mr. Charman, I can’t say for sure that that can be 
done, but I will do this: I will request Mr. Brinkley to make an effort 
to give you something along this line of a more definite nature. 

Now, I would like to return to page 3, which deals with the fourth 
area, and I would like to read this in some detail. This deals with 
the agricultural commodities exemption. 

Now, it is in this area that there has been a great deal of discussion 
this morning and there has been some indication by carriers that they 
would like to do away with the exemption. I would like to read this: 

Various proposals have been presented to your subcommittee in the 
course of thees hearings by representatives of the railroad industry, 
ott motor carriers, and some “exempt” motor carriers which in 
effect would repeal or substantially narrow the scope of the “agricul- 
tural commodities exemption” in section 203 (b) (6) of the Motor 
Carrier Act. 

The council and its members throughout the country have had this 
question under constant continuing review. As indicated, many of 
our members are engaged in the marketing of many of the raw and 
processed agricultural commodities whose exempt status would be re- 
moved under the various proposals that have been made. 

The council is opposed to these various proposals, either for the im- 
mediate or ultimate repeal of the exemption or its substantial narrow- 
ing because we believe such action, both costwise and servicewise, would 
have a serious adverse impact upon the marketing of icultural 
commodities and the farmers who produce them with doubtful com- 
parable permanent benefits to the regulated carriers. 

The present policy position of the council, adopted by its delegate 
body at the 1958 annual meeting, is attached to this statement. 

It is at the end of the statement, Mr. Chairman, and I will point out 
two paragraphs in there that I consider to be extremely significant. 

That policy in brief is that we are opposed to any further substantial 
broadening or any further substantial narrowing of the exemption 
as presently interpreted by the courts because we believe that the pres- 
ent nerehiine of demarcation between what is an exempt agricul- 
tural commodity and a nonexempt manufactured product of an agri- 
cultural commodity is as fair a place to draw the line as could be 
devised 

Senator Smaruers. May I ask you a question right there, Mr. 
Steffen ? 

Now, you agree—I am sure we all would agree— that by virtue of 
several court decisions, the purposes of the agricultural exemption 
provision have been broadened over the course of the last—since 1935. 
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Mr. Sterren. Well, Mr. Chairman, I have given some thought to 
that question. 

Let me say that the decisions have ruled on certain cases. And if 
you want to interpret that as broadening it, that may be one way to 
interpret it. But I believe that the decisions indicate that the lan- 
guage iself was broad enough to encompass the scope of the com- 
modities that were dealt with. 

Senator Smaruers. Well, let’s say, for example, in 1935, I don’t 
believe that we knew anything about powdered eggs or powdered 
milk, did we? Or maybe we did, I don’t know. 

Mr. Sterren. I would think probably not. 

Senator Smatuers. I think that grew up primarily out of World 
War II. 

Mr. Srerren. That is right. 

Senator Smatuers. So obviously at the time that the agricultural 
exemption, in searching back through the debate with respect to that 
agricultural exemption, you find no reference to such things as 
powdered milk and powdered eggs and processes which took what 
we all agree is an agricultural product one stage beyond its original 
form, or its basic form. 

Now, if the wording in the present language of the act is such that 
it can permit this kind of broadening of the act, which has occurred 
and which of course—if the court rules why that makes it a fact until 
the Congress changes it—if the language was such that could broaden 
it, as it obviously has broadened the general understanding of agri- 
cultural exemptions, and you say here that you don’t believe it should 
be substantially broaden any more—is that right? 

Mr. Sterren. That is right. 

Senator Smaruers. We do not know by virtue of some atomic devel- 
opment that we might be able to even have some—we might be able 
to reduce a chicken to a little vitmain pill, and it might be that they 
would be in time, interpreting that as an agricultural exemption, 
because they have already—when I say “they,” the courts have already 
taken the original language and expanded into areas that we prac- 
tically didn’t have any knowledge of at the time the act was drawn. 

Do you follow me this far? 

Mr. Srerren. Yes, I follow you, Senator. 

‘Senator Smaruers. If the language is that loose and subject to that 
kind of interpretation, should we not, to carry out your idea, that 
there should be no further substantial broadening, should we not at 
least have some language which would not let the courts broaden it 
further than it now is, in light of the court’s interpretation ? 

Mr. Sterren. Well, I realize this, Senator, that the world doesn’t 
stand still. 

Senator Smatuers. That is right. 

Srerren. That what is today may not be tomorrow. And it 
seems to me that in the wisdom of the drafters of the provision in 
1935, they used language which permitted dealing with situations 
that have since come up, and I would say, in answer to your inquiry, 
the implied inquiry that these further interpretations may broaden 
it still more, presumably broaden it in terms of what new situations 
arise—I think that is what you are driving at—I can see that that is a 


possibility. 
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But our council has taken the position that insofar as the informa- 
tion we have at hand from our members, that we are giving to you 
and that I want to point out here—and that was to Follow in the 
comment here—that we have gone out and received current infor- 
mation. 

It isn’t quite complete, but we have information that indicates there 
is a division in the group of people who are affected and some prefer 
that things, as far as the nonexempt commodities are concerned, would 
remain that way. That would tend to indicate to us that there 
shouldn’t be any broadening in that direction. 

Senator Smatuers. Right. 

Mr. Srerren. There are others that want to retain those commod- 
ities that are now exempt and, hence, we say that there shouldn’t be 
any narrowing on the other side. That is what has given rise to our 
policy position on this thing. 

Senator Smatuers. There is a fellow who once ran for office down 
in our State on a county basis, and it seemed that half the people in 
the county wanted a road put through a certain area and half the 
— didn’t, and he used to stand up and say, half my friends are 

or this road, the other half are against this road, and I want to tell 
you, my friends, I stand with my friends. 

Mr. Sterren. He had a good time. 

Senator Smaruers. In fact, that is what you are saying. We are 
half and half, and you don’t want to move. 

Mr. Srerren. No, we are not half and half. That is, it isn’t divided 
that way. There are certain commodities that apparently, as a matter 
of practice, have been moving in the nonexempt form of transpor- 
tation. 

Now, why they have taken that over as a preferred method is some- 
thing within their own housekeeping rules. 

Senator Smatuers. What is happening today, I think you would 
agree, is that the courts are writing the laws, because the Congress 
did not make it very specific as to what it had in mind with respect 
to the agricultural exemption. 

So cases are brought before the court, the court decides, it in effect 
makes itself a legislative body, and it comes out and says: Well, a 
disjointed chicken is in fact an agricultural commodity within the 
opinion of the act. That is the opinion of 9 fellows—not usually 9, 
but maybe 5. 

Now, I think that Congress has a duty to write the laws and express 
itself, rather than leave that to the courts. 

Now, if my conclusion is sound, then we should do something with 
respect to the agricultural exemption, even if we don’t want to roll 
it back, we at least should, in my judgment, recognize in some fashion 
the progress, we will say, which the court has made, and say we don’t 
want to go anywhere beyond this, but this the Congress puts its bless- 
ing on. 

n order to do that, we would like to have some language. It 
would be helpful to us. We have these competent staff assistants, but 
they must assist 16 other fellows at the same time. And we believe 
that you, giving this a full-time effort—and Mr. Harmanson down 
there, who seems to have some time on his hands from time to time— 
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if you fellows could apply your minds to this thing and give us some 
language that we could at least start with 
“ile TEFFEN. We will be glad to do that, Senator. 

Senator Smatuers. Thank you. 

Mr. Sterren. That is all I am driving at, Senator. 

Senator Smatuers. Go ahead. 

Mr. Srerren. The remainder of that paragraph refers to the study 
we have been making, and, Senator, I want to assure you, it is a cur- 
rent study. We did not use old statistics. 

We purposely sent this inquiry out to the pe that are involved 
and the results are not quite in. But I do have here a preliminary 
return on it that I would be glad to divulge to you. It kind of indi- 
cates who is who in the list, so to speak. 

For example, I presume that we may have around 40 members that 
are involved in the areas that are under dispute. 

Senator SmatTuers. When you say members, you don’t mean indi- 
viduals, you mean—— 

Mr. Srerren. I mean cooperative associations. They themselves 
— have many members. 

enator SMaTHERS. Many thousands. 

Mr. Sterren. That is right. 

Senator Smatuers. All right. 

Mr. Strerren. Take, for example, in the field of frozen poultry, 
fresh poultry, fresh and frozen poultry, frozen eggs, in group~—maybe 
they are divided by the court decisions—but they have indicated their 
preference to having these continued as exempt. 

On the other hand, when we get to the areas of canned citrus juice, 
the concentrated citrus juice, single strength canned citrus, the frozen 
concentrate, and the frozen grapefruit sections, these indicate that 
they prefer the nonexempt status, and that they have used that kind 
of transportation. 

Now, things like that, presumably, have a historical background 
which we have not been able to go into. 

Now, we are expecting to receive the complete information on 
this, and then we find out what the United States Department of 
Agriculture study is on the matter of the fruits and vegetables, I 
think we will be in a very good position to give you some further 
facts that may be helpful to your committee. 

Senator Smatuers. When do you thing that report could be in? 

Mr. Srerren. Well, having 24 out of approximately 40 available, 
the circularization of our membership will be complete relatively 
soon. I am not sure when the United States Department of Agri- 
culture will have its report on fresh fruits and vegetables ready— 
frozen, rather. 

Senator SmatrHers. We would like, of course, very much to have 
any recommendation you can make to us. We plead with you to 
give us your best judgment as to what we should do, and give it to us 
now, because when we go into executive session it doesn’t do us 
a t deal of good ‘to say, “Well, we are going to have a lot more 
information in 2 or 3 months.” 

You can understand that. 

Mr. Sterren. I — with you, Senator. I realize it is very urgent 
to get it to you quickly. 
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Senator Smatuers. If we are not going to have it, why give it to 
us even informally, just a “guesstimate” as to what you think we ought 
to recommend. 

Mr. Srerren. I am sure you will receive this information from Mr. 
Brinkley’s office. 

Senator Smatuers. All right, sir. 

Mr. Sterren. Now, I would like to turn to page 5, beginning with 
the second paragraph; let us look at a few of the irrefutable facts 
pertinent to this exemption which has been a source of controversy 
ever since the Motor Carrier Act was passed in 1935. 

The railroads have made it clear to you in these hearings that they 
have not abandoned their longstanding and traditional position favor- 
ing outright repeal of the agricultural commodities exemption in its 
entirety. 

Their support of any less curtailment of the scope of the exemption 
would, admittedly, be only a temporary expedient toward their ulti- 
mate objective of outright repeal. 

Let me say, in connection with this, that we can’t see how the repeal 
of the agricultural commodities exemption would help the railroads 
much, because I believe that, insofar as we have been able to ascertain, 
a relatively small amount of the commodities move by rail anymore. 
So, repealing that wouldn’t help the railroads a great deal. 

Now, I may be mistaken in that, but from the figures that I have 
seen, it doesn’t seem as though the tonnage is too great, and probably 
the tonnage would stay with the trucks anyway. 

No. 2, it has been suggested by carriers in these hearings, as in prior 
hearings, that Congress did not intend in 1935 that the exemption 
should apply to the transportation of agricultural commodities beyond 
the ceitiak ueovennad from the point of production or to agricultural 
commodities after they have received varying degrees of processing. 

This suggestion is directly contradicted by the fact that Congress 
did not, in 1935, nor has it since written into the act, any territorial or 
geographical limitations upon the movements of trucks operating 
sndee section 203 (b) (6) while loaded with the specified exempt 
commodities. 

Furthermore, the fact is that on July 31, 1935, when the Motor Car- 
rier Act was under consideration by the House, after having been 
passed by the Senate, the House Commerce Committee amendment 
which would have limited the agricultural commodities exemption 
to unprocessed agricultural products was amended on the floor of the 
House to delete the foregoing words and substitute “agricultural 
commodities (not including manufactured products thereof).” 

This change was adopted by the House later, concurred in by the 
Senate, and a remained in the law until this day. The citation to 
the Congressional Record, volume 79, part 2, page 12220. _ 

No. 3, it has been suggested that the producer of a commodity has 
no economic interest in its transportation after he surrenders posses- 
sion or control of the product or after it goes beyond the initial move- 
ment from the farm to the primary market in the system of distribu- 
tion from producer to consumer. ' 

The farmer has two transportation interests in the marketing of his 
commodities, cost and service. 
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At one or more stages of the distribution process, it is estimated that 
farmers now handle slightly over 20 percent of commercial production 
through marketing cooperatives. 

In such cases, any savings in transportation costs are bound to affect 
the amount of the returns to the producer. Where others handle the 
farmer’s products, it is, of course, impossible to trace mathematically, 
on an individual basis, who gets the benefit of transportation savings 
at the various stages in the distributive process. 

Although middlemen may attempt to increase their own profits 
through such transportation savings, those with experience in the 
field know that competitive factors are such as to insure the result that 
transportation savings all along the line, from the farmer to the 
ultimate consumer, redound substantially to their economic gain. 

As to service, it is, of course, obvious that the farmer has a direct 
economic interest in his product until it is bought by the consumer, 
when effective demand for more of the same product is created. 

Availability of flexible transportation facilities to carry agricultural 
products in any form, from any point to any point, when and where 
a sale can be made, is the very heart of the agricultural problem of 
marketing to advantage food and fiber grown on the Nation’s farms. 
This is not theory, but elementary economics. 

In concluding this section of our statement, we would like to point 
out the facts, as we see them, concerning the basic issue before you in 
this problem, in our appraisal of the facts. 

The Supreme Court of the United States on April 23, 1956, in the 
Frozen Express case, held that fresh and frozen dressed poultry is 
an agricultural commodity within the scope of the exemption in section 
203 (b) (6) of the Motor Carrier Act, and trucks transporting such 
poultry in interstate commerce are exempt from the regulatory author- 
ity of the ICC, except as to safety matters. 

Now, Mr. Chairman, I would just like to refer to the principle that 
I mentioned before, which is quoted from the case, and then I would 
like to indicate that we have in mind that this probable service is an 
adequate means for decision. 

Now, it reads: “At some point processing and manufacturing will 
merge.” But, where the commodity retains a continuing substantial 
identity through the processing stage, we cannot say that it has been 
manufactured within the meaning of section 203 (b) (6). It is prob- 
ably along that line that we have the division in our membership as 
far as their views are concerned. 

Mr. Chairman, I would like to dispense reading the rest. I want to 
point out the policy, with regard to agricultural commodities exemp- 
tion, that is on the last sheet of my presentation. In the last para- 
graph, I think, there is the heart of the situation, which I would like 
to call to your attention. In considering any proposed change in the 
law which would result in a change of the exemption status of any 
commodity or product, council officials shall be guided by the express 
views of the council members handling such commodity or product for 
their farmer members and patrons by the facts disclosed in the field 
survey now being conducted by the United States Department of 
Agriculture, or in any similar survey or study that may be subse- 
quently conducted. And that is the basis of our survey, and we are 
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waiting for the information that is being developed by the United 
States Department of Agriculture. 

Senator Smaruers. All right, Mr. Steffan; thank you very much. 

Do you have any questions, and Counsel, have you any questions 
that you care to ask? 

Mr. Barton. Mr. Steffen, I have a copy of the Department of Ag- 
riculture study on interstate trucking, fresh and frozen poultry, under 
the exemption. You are probably familiar with it? 

Mr. Srerren. Yes. 

Mr. Barton. Generally, what does that include, with regard to 
benefit to the farmers of the agricultural exemption ? 

Mr. Srerren. I haven’t had a chance to study that. I just got hold 
of it myself. I think the list in there, the advantages of exempt haul- 
ing and the advantages of nonexempt hauling, and the disadvantages 
of the two are listed. It seems to me—I would like to have an op- 

ortunity to study it more carefully—but there is a great area and a 
arge volume that does move as exempt, and that those people who 
are using that kind of transportation prefer, citing various advan- 
tages they consider that type of transportation has. 

Mr. Barron. I understood at the outset that the Department of 
Agriculture was going to attempt to determine whether or not there 
was direct benefit to the farmer because of the exemption. In other 
words, it is possible that the farmer derives a direct benefit from the 
lower transportation cost. As I read the study, it holds that there 
is no such benefit ascertainable; while the farmer may get benefit 
from lower prices through lower transportation costs, there is no 
direct return to the farmer. Is that your understanding ? 

Mr. Srerren. I haven’t found anything in there that says that the 
farmer gets X dollars benefit from using exempt transportation. But 
from our standpoint it is quite obvious that members of a cooperative 
association are attempting to reduce their costs by marketing in that 
method, and that any savings in cost can be transmitted back to the 
members in maximizing their returns. 

Mr. Barton. Now, on the frozen fruit and vegetable study, I take 
it they will come up in general with the same sort of answer; will 
they not? 

Mr. Strerren. I don’t know. I am sure I don’t know. 

Mr. Barton. As I see the technique, there is not much chance to 
show whether there is a direct benefit to the farmer. That is why I 
am wondering whether it would be necessary to wait until the second 
study is completed before it would be fairly obvious what the recom- 
mendations would be. 

Mr. Sterren. Well, we would certainly like to make sure that what- 
ever we find through our own survey 

Mr. Barton. That is your own survey 

Mr. Srerren. Our own survey has reasonable relationship to what 
their facts show. 

Mr. Barron. Thank you, sir. 

Mr. Srerren. Mr. Chairman, I would like to request that my state- 
ment be printed in the record in full. 

Senator Smaruers. We are delighted to have it printed in its en- 
tirety in the record. 
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(The prepared statement of Mr. Steffen is as follows:) 


My name is Edwin F. Steffen. I am general counsel of Farm Bureau Services, 
Ine., of Lansing, Mich., a farmer-owned and farmer-controlled cooperative asso- 
ciation which is a member of the National Council of Farmer Cooperatives, 
whose office is at 744 Jackson Place NW., Washington, D. C. I have been asso- 
ciated with the council’s transportation committee since its organization in 1946. 
This statement is presented on behalf of the council in my capacity as chairman 
of its transportation committee for 1958. 

We appreciate the opportunity to present to you the council's policy positions 
as adopted by its delegate body or board of directors, on four types of proposals 
which have been given prominent attention in these hearings and which are of 
vital importance to farmers and their organizations. These are not the only 
matters pertinent to these hearings on which the council has policy and which 
are of concern to us. In the interest of brevity, however, we shall refer only 
to those proposals which seem to have been placed in the urgency category on 
which we have a very direct interest and on which our views may be helpful to 
your committee particularly at this time. 

In order that our testimony may be placed in a proper perspective, I desire to 
state that the council is a national farm organization whose membership is made 
up entirely of farmer-owned and farmer-controlled business associations engaged 
in marketing practically all types of agricultural commodities, some in raw state 
and others having undergone various degrees of processing, and in procuring 
farm production supplies for their farmer members and patrons. The council 
is authorized to speak and does speak only for these farmer associations encom- 
passing in the aggregate about 5,000 separate associations serving approximately 
2,500,000 farmer memberships. 

Council members are daily purchasers of all forms of surface transportation— 
rail, motor, and water. Some of our members are among the best customers of 
the railroads and regulated motor carriers. Others of our members have found 
that they can get the most and best service for their transportation dollar, with 
consequent benefits to their farmer patrons, through the use of exempt motor 
carriers and to a limited extent through the purchase and operation of their 
own trucks as private carriers. 

Therefore, although the interests of these producers of agricultural commod- 
ities have been the primary motivating considerations in the adoption of the 
policies to which I shall refer, the council and its members have a direct and 
substantial interest in the preservation of all forms of transportation in a healthy 
financial condition under private ownership. This interest, too, has been con- 
sidered and duly recognized in the formulation of council policies. 

We shall not burden this record with a description of the economically deterio- 
rated condition of agriculture which is well known to you. The economic posi- 
tion of agriculture has been deteriorating since 1951 and has in recent months 
unfortunately spread to encompass practically all segments of our economy. 
We appear before you today with full recognition of the gravity of the economic 
climate and a firm belief that all economic groups should equitably subordinate 
their own self-interests to the general welfare and support those measures which 
should yield “the greatest good to the greatest number of people.” This the 
council has tried to do. 


REPEAL OF EXCISE TAX ON TRANSPORTATION OF PROPERTY 


We desire to express our appreciation to the chairman of your full committee, 
to the chairman of this subcommittee and to those other Senators who have 
joined in the introduction of an amendment which would repeal the 3 percent 
excise tax on the transportation of property. 

The council’s members throughout the country solidly support such repeal, as 
evidenced by the following policy resolution adopted by their delegates at the 
1956 annual meeting : 


“PXOISE TAX ON TRANSPORTATION 


“The primary reasons for the imposition of the 3 percent excise tax on trans- 
portation of property as a wartime measure no longer exist. This tax is repres- 
sive, inequitable, and discriminatory in many cases in its application and effect 
on agricultural shippers and the economy generally. 

“The council therefore favors the repeal of such tax.” 
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The need for repeal of this tax has become acute and the reasons for its re- 
moval compelling in recent months. Council members and the farmers they 
serve are feeling to an ever-increasing degree the discriminatory and pyramiding 
impact of this tax particularly as the freight rates of for-hire carriers have 
continued to climb on a percentage basis. The distribution of many farm prod- 
ucts especially those that must look to distant markets for their ultimate con- 
sumption is subject. to total transportation tax, through the several stages of 
ee and distribution, that often exceeds the farm price of the product 
itself. 

We know that a much-needed stimulant to the sale of farm products and their 
consumption throughout the country would result from prompt removal of this 
tax, We are confident, too, that the net revenue interests of the Government 
would be benefited directly through the increased income to producers, consum- 
ers, and the supporting service industries generated by the removal of this tax. 

We expressed these views to the House Committee on Ways and Means when 
this subject was last under review. We shall continue to express in every 
appropriate way our conviction as to the need for prompt action in this matter 
by the congresisonal committees having legislative jurisdiction. 


AGRICULTURAL COMMODITIES EXEMPTION 


Various proposals have been presented to your subcommittee in the course of 
these hearings by representatives of the railroad industry, regulated motor car- 
riers, and some exempt motor carriers which in effect would repeal or substan- 
tially narrow the scope of the “agricultural commodities exemption” in section 
208 (b) (6) of the Motor Carrier Act. 

The council and its members throughout the country have had this question 
under constant continuing review. As indicated, many of our members are en- 
gaged in the marketing of many of the raw and processed agricultural commodi- 
ties whose exempt status would be removed under the various proposals that 
have been made. The council is opposed to these various proposals, either for 
the immeidate or ultimate repeal of the exemption or its substantial narrowing 
because we believe such action, both costwise and service-wise, would have a 
serious adverse impact upon the marketing of agricultural commodities and the 
farmers who produce them with doubtful comparable permament benefits to the 
regulated carriers. The present policy position of the council, adopted by its 
delegate body at the 1958 annual meeting, is attached to this statement. 

That policy in brief is that we are opposed to any further substantial broad- 
ening or any further substantial narrowing of the exemption as presently in- 
terpreted by the courts because we believe that the present general line of demar- 
cation between what is an exempt agricultural commodity and a nonexempt 
manufactured product of an agricultural commodity is as fair a place to draw 
the line as could be devised, with due regard to the proper interests of carriers, 
shippers, and consumers. As soon as the current survey the council is con- 
ducting with its members throughout the country who are handling these prod- 
ucts is completed and as soon as the facts developed by the United States 
Department of Agriculture in its field survey on the transportation of fresh 
and frozen dressed poultry and frozen fruits and vegetables are published, 
the council will be glad to cooperate with your subcommittee and its staff with 
respect to supplementing existing law in a manner deemed necessary or proper 
under council policy and consistent with the facts developed to the end of 
preventing any further substantial narrowing or broadening of the exemption 
as presently interpreted by the Commission or the courts. 

We believe this matter should be approached, and we are confident that your 
subcommittee and the Congress desire to consider this matter on the basis of 
facts so far as facts can be developed so that benefits and no substantial harm 
will result to any major segment of our economy. 

Let’s look at a few of the irrefutable facts pertinent to this “exemption” which 
has been a source of controversy ever since the Motor Carrier Act was passed 
in 1935. 

1. The railroads have made clear to you in these hearings that they have not 
abandoned their long-standing and traditional position favoring outright repeal 
of the agricultural commodities exemption in its entirety. Their support of 
any less curtailment of the scope of the exemption would admittedly be only 
a temporary expedient toward their ultimate objective of outright appeal. 

The Senate and House Commerce Committees, and subcommittees thereof, 
have on frequent occasions since 1935 reviewed at length the basic wisdom and 
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soundness of the policy of exempting from economic regulation the interstate 
movement of agricultural commodities by motor vehicle. 

On many occasions this review in public hearings has taken place when the 
same or similar proposals for the repeal or narrowing of the exemption as have 
been presented in these hearings were before you. Without exception, the Con- 
gress has concluded that the basic general policy enunciated in section 203 (b) 
(6) is in the public interest and should not be substantially changed. 

2. It has been suggested by carriers in these hearings, as in prior hearings 
that Congress did not intend in 1935 that the exemption should apply to the 
transportation of agricultural commodities beyond the initial movement from 
the point of production or to agricultural commodities after they had received 
varying degrees of processing. 

This suggestion is directly contradicted by the fact that the Congress did 
not in 1935 nor has it since written into the act any territorial or geographic 
limitations upon the movement of trucks operating under section 203 (b) (6) 
while loaded with the specified exempt commodities. 

Furthermore, the fact is that on July 21, 1935, when the Motor Carrier Act 
was under consideration by the House of Representatives after having been 
passed by the Senate, the House Commerce Committee amendment which would 
have limited the agricultural commodities exemption to “unprocessed agri- 
cultural products” was amended on the floor of the House to delete the fore- 
going words and substitute “agricultural commodities (not including manu- 
factured products thereof).” This change was adopted by the House, later 
concurred in by the Senate, and has remained in the law until this day (Con- 
gressional Record, vol. 79, pt. II, p. 12,220). 

While the carriers have made much through the years and in these hear- 
ings as to what they believe Congress intended by the wording adopted in 
1935 in which we believe they are in error, of much greater importance we 
believe is what Congress has found to be the needs of agriculture, the carriers, 
the consumers, and the public generally in the light of conditions then existing 
when this matter has been and is reviewed. 

3. It has been suggested that the producer of a commodity has no economic 
interest in its transportation after he surrenders possession or control of the 
product or after it goes beyond the initial movement from the farm to the 
primary market in the system of distribution from producer to consumer. 

The farmer has two transportation interests in the marketing of his com- 
modities—cost and service. 

At one or more stages of the distribution process it is estimated that farmers 
now handle slightly over 20 percent of commercial production through market- 
ing cooperatives. In such cases, any savings in transportation costs are bound 
to affect the amount of the returns to the producer. Where others handle the 
farmer’s products, it is of course impossible to trace mathematically on an in- 
dividual basis who gets the benefit of transportation savings at the various 
stages in the distributive process. Although middlemen may attempt to increase 
their own profits through such transportation savings, those with experience in 
the field know that competitive factors are such as to insure the result that 
transportation savings all along the line from the farmer to the ultimate con- 
sumer redound substantially to their economic gain. 

As to service, it is of course obvious that the farmer has a direct economic 
interest in his product until it is bought by the consumer when effective de- 
mand for more of the same product is created. 

The availability of flexible transportation facilities to carry agricultural 
products in any form from any point to any point when and where a sale 
can be made is the very heart of the national agricultural problem of marketing 
to advantage the food and fiber grown on the Nation’s farm. This is not 
theory but elementary economics. 

4. In conclusion this section of our statement, we would like to point out 
the facts as we see them, concerning the basic issue before you in this prob- 
lem, and our appraisal of those facts. 

The Supreme Court of the United States on April 23, 1956, in the Frozen Food 
Express case held that fresh and frozen dressed poultry is an agricultural 
commodity within the scope of the exemption in section 203 (b) (6) of the 
Motor Carrier Act and trucks transporting such poultry in interstate commerce 
are exempt from the regulatory authority of the ICC except as to safety matters. 

In this decision the Court laid down a guideline for the first time for deter- 
mination of when an agricultural commodity loses its character as such for 
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purposes of the exemption and becomes a manufactured and thus a nonexempt 
commodity : 

“At some point processing and manufacturing will merge. But where the 
commodity retains a continuing substantial identity through the processing 
stage, we cannot say that it has been ‘manufactured’ within the meaning of 
S. 208 (b) (6).” 

Applying the doctrine to poultry, the Court said: 

“A chicken that has been killed and dressed is still a chicken. Removal of its 
feathers and entrails has made it ready for market. But we cannot conclude 
that this processing which mere makes the chicken marketable turns it into 
a ‘manufactured’ commodity.” 

Subsequently on November 5, 1956, the Supreme Court, in affirming a decision 
in the Home Transfer and Storage case by the United States District Court for 
the Western District of Washington and applying the “substantial identity” 
doctrine held that quick frozen fruits and vegetables were an agricultural 
commodity and hence “exempt.” 

It is significant to note in passing that trucking concerns, and not agricul- 
tural interests were responsible for the initiation and prosecution of these cases. 

Under the same doctrine, the Supreme Court has subsequently held a number 
of commodities heretofore interpreted by ICC as nonexempt manufactured 
products to be exempt agricultural commodities, principally, powdered milk, 
frozen whole eggs, dried egg powder, certain rice products, cotton linters, 
chopped hay, buttermilk, and deawned and scarified seeds. 

Some carriers and other interested parties believe that in the future the 
courts in applying the substantial identity theory might further broaden the 
exemption beyond its present scope to include products now regulated such as 
canned goods, fruit juices and salads. That of course is conjecture and opin- 
ion—it might or might not happen. 

It should be noted, however, that the carriers have taken the opportunity in 
these hearings not merely to ask you to take action to keep the exemption from 
being further broadened but they have gone much further and asked you to 
go back and arbitrarily bring under full economic regulation certain named 
commodities now exempt which has no relation to a further broadening of the 
exemption and which farmers and their representatives deem it essential to be 
retained in an exempt status. 

We do not contend that we fully agree with the court’s application of the 
“substantial identity” theory to each commodity—some of our members han- 
dling several of these commodities frankly disagree with the conclusion reached. 
This is not to say, however, that we or they believe Congress can unwisely 
undertake the time-consuming and overwhelming administrative burden of ex- 
amining each commodity now or hereafter grown on the Nation’s farms and 
deciding which commodities and at what stage of processing they shall be in 
an exempt or nonexempt category. This, we believe, would be a serious mis- 
take and once this individual classification was undertaken as a legislative 
function, it would obviously get beyond orderly procedure or informed control. 

We do believe, however, that if it is a desirable and proper function for Con- 
gress to review the manner in which the Commission and the courts are in- 
terpreting the policy set forth in the law on such matters and when Congress 
believes that the law is not being interpreted in accordance with its intent and 
the public interest, then we believe Congress should clarify the law accordingly 
to give the Commission and the courts a clear policy guideline. 

We already know from several of our members in Florida and California 
handling citrus products such as single-strength canned citrus, frozen citrus 
concentrate and frozen grapefruit sections that they are finding the arrange- 
ments with regulated motor carriers handling these products satisfactory and 
they desire the motor transportation of these products to be retained in a 
nonexempt status as is the case today under existing law. 

Accordingly, as soon as the survey of our membership is completed and the 
facts in the USDA survey are available, we shall support and be glad to co- 
operate if you desire in developing an appropriate legislative measure to sup- 
plement existing law to prevent the further substantial narrowing or broaden- 
ing of the exemption in line with the expressed views of our members handling 
such products and the other facts developed. 

We shall, however, vigorously oppose any clarifying or supplementary meas- 
ure on this subject which we believe will have the effect of raising the distri- 
bution costs or narrowing the markets for farm products. 
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REDEFINITION OF PRIVATE MOTOR CARRIERS 


Although motor vehicles controlled and operated by cooperative associations 
are given special statutory recognition in section 203 (b) (5) of the Motor Car- 
rier Act, such associations are in effect private carriers to the extent that they 
control and operate trucks for the transportation of property for their members 
or patrons. On the broader front, bona fide private carriers as an incident 
to a primary business in the sale of products originating from or destined to 
the farm play a constructive role in the total agricultural transportation pic- 
ture. Hence, the basis for our interest and concern over the proposals to rede- 
fine private motor carriers in the Interstate Commerce Act. 

The delegate body of the council at its 1956 annual meeting adopted the 
following policy : 

“PRIVATE CARRIERS 


“Since the council regards the present definition of private carriers by motor 
vehicle as adequate to exercise proper control over the operations of such private 
carriers, the council is opposed to a statutory redefinition of private carrier 
by motor vehicle.” 

The council holds no brief and does not condone the operations of the so-called 
buy-and-sell truck operators who under the guise of private carriage engage in 
public transportation without operating authority. They contribute to instability 
and depression of market prices for farm products and under the law are viola- 
tors. They should be dealt with firmly as such. 

Last year a special subcommittee of experienced traffic managers from our 
transportation committee made a thorough study of the problem and reached 
this conclusion : 

“After a thorough exploration of the subject, considering, in detail, the 
present act, the primary business test, the latest cases on ‘buy-and-sell operators,’ 
and current proposed legislative changes, it was agreed * * * that the Inter- 
state Commerce Commission now has ample power, without additional legislation, 
to curtail, if not eliminate, uncertificated buy-and-sell operations. 

“It was also agreed that current proposed legislative changes on this subject 
might endanger all that has been accomplished through years of costly litigation 
to preserve the status of legitimate private carriers.” 

Present law, as interpreted by the courts, holds that if it is established that 
the primary business of a concern is a nontransportation business but if the 
owner transports his property in furtherance of that business and the transpor- 
tation is merely incidental thereto, the carriage of such property of the owner to 
his customers is private carriage even though a charge for transportation is 
included in the selling price or is added thereto as a separate item. 

Conversely, if it is established that a concern buys property at one point and 
transports it in the concern’s trucks to another point for sale and this transporta- 
tion is the concern’s primary business, then it is engaged in public transportation, 
is not a bona fide private carrier, and must have operating authority. 

It is our view that the present law as interpreted by the courts is clear on the 
matter of who is and who is not engaged in private carriage. Any attempt to 
adopt new statutory language to restate the present interpretation of the law 
will be at the risk of confusing rather than clarifying the present situation and 
permitting new interpretations that may cause unwarranted injury to legitimate 
private business. 

We urge that you recommend no change in the present statutory definition of 
private carriers but give strong support to the Interstate Commerce Commission 
in its vigorous enforcement of the present law. 


PASSENGER SERVICE DEFICITS 


This is a subject which has received attention by your committee, is receiving 
attention by the Interstate Commerce Commission in its current “passenger 
deficit investigation” (I. C. C. Docket 31954) and is of concern to all, including 
farmers, who are customers of the railroads and want to see the railroads op- 
erated on a sound financial basis. 

This matter is of concern to farmers because we know that the continuing 
enormous deficits on rail passenger service which have ranged between six and 
seven hundred million dollars annually each year since 1951 result in higher 
rates on the freight service. This has forced much agricultural traffic from 
the railroads. 
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Realizing that no business, public or private, can indefinitely continue which, 
or a Major department of which, operates continuously at a deficit, the council 
board of directors 5 years ago authorized support of appropriate and any needed 
legislation which would vest the Interstate Commerce Commission with au- 
thority to permit the abandonment of any railroad line which is being operated 
at a loss and with power, on appeal from adverse orders of State authorities, to 
authorize the discontinuance of railroad services which are a burden on inter- 
state carriers at a financial loss. 

We do not know the answers to this problem but we do believe that any 
remedial measure which fails to reduce or remove the causes for these con- 
tinuing passenger deficits will be only a temporary palliative and will be short 
of the goal of permanent relief for the railroads’ troubles. 

The knowledge and experience in both management and labor of the railroad 
industry, with the expert advice of the Interstate Commerce Commission and 
your own staff experts, should certainly be helpful in revealing the basic causes 
of these deficits and the constructive legislative action, if legislative action 
is needed, to provide relief. 

The council stands ready to give sympathetic support to any constructive 
action to deal with this problem consistent with the above general policy 
position. 

The traffic manager of one of the council’s larger members, who is a cus- 
tomer of the railroads, focused our attention on the importance of one facet 
of this problem in a recent letter reading in part as follows: 

“I noted * * * that you have requested time to appear before the Senate sub- 
committee in connection with its hearing on the railroad situation. 

“I hope * * * that you are able to work in something about the excessive 
labor costs imposed on the railroads through their ancient working rules. It 
seems to me that Congress could give the railroads everything they have asked 
for in these hearings, but until they are able to cut some of their costs, their 
situation will never improve. The labor rules I have reference to are the paying 
of a day’s wages to crews doing 15 or 20 minutes’ work and the payment of a 
day’s wages for 100 miles, which is ridiculous in these days of high-speed 
trains.” 

We do not complain that the average annual earnings per full-time employee 
in the railroad industry rose from $1,906 in 1940 to $4,171 in 1951 to $5,081 in 
1956, or that the average annual earnings per full-time employee in highway 
freight transportation and warehousing rose for the same years from $1,551 
(1940) to $4,069 (1951) to $5,346 (1956) to the extent that such increases are 
related to work performed or services rendered. But to the extent that they 
are not so related and result in higher freight rates that must be borne by 
shippers and consumers, we are opposed to them because we believe they are 
detrimental to the railroads and the economy in general. 

In conclusion, I want to turn to the railroad industry itself and quote ex- 
cerpts from statements of two responsible railroad officials recently filed with 
the Interstate Commerce Commission in its current “railroad passenger train 
deficit” investigation for confirmation of the need for action in this matter. 

From statement of E. H. Hallmann, director of personnel, Illinois Central 
Railroad Co. (employee of this railroad for 31 years) : 

“My remarks will be directed toward such full crew requirements, whether 
they result from statutory regulations or from union bargaining requirements. 
As labor costs of performing passenger service constitute approximately 84 
percent of the direct cost of such service, it can scarcely be denied that out- 
moded and archaic full crew requirements which are not needed in the interest 
of public safety contribute materially to the high cost of that service and the 
resultant deficits incurred by the carriers involved. 

“A brief history of the full crew requirements which grew up either through 
legislative enacements or through negotiations will serve to illustrate why 
those requirements which have remained unchanged for years are today out- 
moded and archaic and not needed in the interest of public safety. 

“Crew consist rules and full-crew laws are only one of a number of things 
which go to make up the railroad-passenger problem. Admittedly the problem 
is a complex one. There is no single factor which can be pointed to and about 
which one can say ‘eliminate this and the problem is at an end.’ Nevertheless, 
the antiquated full-crew requirement is an important aspect of the entire 
problem and one which, if removed, would go a long way toward solution of 
the whole.” 
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From statement of J. E. Wolfe, vice president, personnel, Chicago, Burlington 
~ Quincy Railroad Co. (employed in operating department of this railroad for 

years): 

“My testimony will deal with the inability of railroad management, under 
the basic day and overtime provisions of collective-bargaining agreements pres- 
ently in existence, to obtain an equitable day’s work for a day’s pay from engine- 
men and trainmen in passenger service. This is one of the outstanding factors 
which tend to make railroad passenger train service unprofitable as related 
to motor-bus and air-passenger operations. 

“I am particularly familiar with the subject, since I recently prepared two 
exhibits for presentation to Presidential emergency boards in the Firemen’s 
Wage and Assignment case, and the Trainmen’s Wage and Basic Day case, deal- 
ing with carriers’ proposal to change these basic day rules by revising the 
mileage rates in passenger service to conform more closely to present-day speeds 
in railroad-passenger operation. * * * 

“The basic day and overtime rule presently governing the compensation of 
firemen and engineers in passenger service was standardized in precisely its 
present form by Supplement No. 15 to General Order No. 27 of the director 
general of railroads, dated April 10, 1919, effective January 1, 1919. * * * 

“While the basic day and overtime rules in passenger service comprehended 
on a 20-mile-per-hour speed basis were entirely proper at the time established 
by the Director General in 1919, subsequent technological developments which 
have practically doubled the average speed of passenger trains have rendered 
the present rule obsolete and unequitable in its operation. 

“Since the establishment of rules contemplating payment to passenger engine- 
men and trainmen on a 20-mile-per-hour speed basis in passenger service, the 
average speeds of passenger trains have steadily increased and the work repre- 
sented by an average mile run in passenger service has been substantially 
reduced. This has resulted in an inappropriate and excessive increase in hourly 
earnings for passenger enginemen and trainmen, * * * 

“As will be quite obvious, the increases in average speeds of passenger trains 
to the extent that they are practically double the 20-mile-per-hour speed upon 
which wage payments are comprehended, has utterly destroyed the relationship 
between the mileage or piece rate element of the dual-payment system and the 
time and effort required to produce the amount of work for which the employee 
is compensated. In other words, because of the substantially higher speeds, 
enginemen and trainmen in passenger service are on duty a shorter length of 
time, which results in an increase in hourly earnings for time on duty entirely 
disproportionate to the earnings that would accrue for the same performance of 
service on a time basis. 

“Such justified and well-reasoned revision of the rule would reduce by some 
$46,600,000 the amount paid out in wages to passenger train and engine crews 
and thus bring about a substantial reduction in the passenger deficit, and enable 
rail carriers to compete on a more equal footing with other forms of passenger 
transportation. While the passenger deficit problem has assumed such enor- 
mous proportions that no single remedy offers complete solution, the importance 
of inflated operating costs resulting from the perpetuation of antiquated and 
inequitable compensatory rules cannot be overlooked, and no solution to the 
problem is possible without a realistic appraisal and revision of such rules.” 

The statements of these experienced railroad officials are impressive to us as 
to an area in which action can and should be taken to improve the deteriorating 
condition of the railroads. We are not sufficiently familiar with the details of 
the problem to know the extent to which legislative action might be appropriate 
or needed. But we do believe that your subcommittee could render a distinct 
service to the railroads and the public generally in directing the attention of the 
proper authorities to those factors contributing to the continuing enormous pas- 
senger deficits which you believe can and should be corrected. 

Again, we desire to thank you for this opportunity of appearing before your 
subcommittee. 

AGRICULTURAL COMMODITIES EXEMPTION 


We believe that in its own self-help efforts to expand the market outlets for 
its products, agriculture will find the exemption from economic regulation of 
trucks transporting agricultural commodities increasingly necessary for effi- 
cient and economical marketing. 
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We do realize, however, that the courts in interpreting what is an “agricultural 
commodity” as distinguished from a “manufactured product” for determining 
exemption under section 203 (b) (6) of the Interstate Commerce Act might 
broaden the exemption more than appears justified on the basis of sound 
national transportation and agricultural policies. Therefore, we recommend 
that there should be no substantial narrowing or broadening of the scope of the 
exemption as presently interpreted by the courts. 

We believe that the present general scope of the exemption is as fair and 
logical a place to draw the line as could be developed by the Congress. This line 
has been reached through years of litigation with all parties having had an 
opportunity to present their views. 

We recommend, further, that any legislative measure by which Congress 
might attempt to restate its policy intentions as to what shall be included in 
the scope of the term “argicultural commodities” shall not be by writing in the 
statute any classification of specific commodities by name, but by specifying the 
general limits of what shall be regarded as an “agricultural commodity” as 
distinguished from a “manufactured product” thereof. 

In considering any proposed change in the law which would result in a 
change of the exemption status of any commodity or product, council officials 
shall be guided by the expressed views of the council members handling such 
commodity or product for their farmer members and patrons, by facts disclosed 
in the field survey now being conducted by the United States Department of 
Agriculture or in any similar survey or study that may be subsequently 
conducted. 

(Above policy resolution adopted by National Council of Farmer Cooperatives 
in annual session at Houston, Tex., January 9, 1958.) 


Senator Smatruers. On this happy note, we will now go to Mr. 
Quasey. 

Mr. Quasey. Mr. Chairman. 

Senator Smatuers. Yes, Mr. Quasey. 

Mr. Quasey. I am going to attempt to follow the chairman’s sug- 
gestion and skip some of my prepared statement and supply some 
supplementary information, as I may indicate in the course of my 
presentation. 

Senator Smatuers. We will make your statement in full a part of 
the record so that it will all be printed. 


STATEMENT OF LEE J. QUASEY, REPRESENTING NATIONAL LIVE- 
STOCK PRODUCERS ASSOCIATION, AMERICAN NATIONAL CATTLE- 
MEN’S ASSOCIATION, NATIONAL WOOL GROWERS ASSOCIATION 


Mr. Quasey. My name is Lee J. Quasey. I am a member of the 
American Bar Association, and a member of the Association of Inter- 
state Commerce Commission Practitioners. 

I have been engaged in transportation work for about 35 years, 
and have held the position as commerce counsel for the National 
Livestock Producers Association since 1932. I have also been actively 
engaged on committees of shipper organizations concerning various 
phases of transportation, including transportation legislation. 

Parenthetically, I- wish to state that I haye not been a member of 
any committe of the United States Chamber of Commerce, for whom 
Mr. Staley testified this morning. 

My chief interest, however, has been in the livestock and products 
of livestock field. 

I am authorized to appear on behalf of the National Live Stock Pro- 
ducers Association, the American National Cattlemen’s Association, 
and the National Wool Growers Association. 

21278 O—58—pt. 3——14 








1544 PROBLEMS OF THE RAILROADS 


Of these 3 organizations, the National Livestock Producers Asso- 
ciation is composed of 23 cooperative livestock marketing agencies, 
operating on about 83 markets in the United States. I will ekip some 
paragraphs which show some detail relative to these organizations. 

Beginning at the subheading on page 2: We are opposed to any 
restrictive change in the exemption that would affect ordinary live- 
stock and wool. 

While my testimony will be mainly directed to legislative proposals 
of the effect the transportation of ordinary livestock my motor vehicle 
under the argicultural commodities exemption, I will also comment 
on other subjects, such as need and review of railroad wage structure, 
and the passenger deficit, including elimination of unprofitable serv- 
ices, and in there I might add abandonments also. 

These, we believe, have a definite bearing upon the current railroad 
situation in varying de , and, in the opinion of our people, are 
deserving of attention. The repeal of the excise tax on transportation 
and the repeal of paragraph 4 of section 15 of the Interstate Eeemaes 
Act is also su ; 

To begin with, we are opposed to any change in the present law that 
would restrict the exempt status of livestock or wool. We are particu- 
larly opposed to any restriction of the exemption of ordinary livestock 
or wool from the point of production to a point where the commodi- 
ties first pass out of the actual possession or control of the producer. 

I refer specifically to S. 1689. Livestock is often transported, and 
I say generally transported, several times from where it is produced. 
It is not just a matter of a simple movement from a farm or ranch or 
a feed lot to a destination, and that be the end of it. 

I will indicate briefly just a few examples how this actually operates. 

Generally, the first movement is from a ranch or farm where it is 
raised, and that is by motor vehicle. Subsequent movements are either 
by rail or motor vehicle, and if there are, say, from 3 to 4 movements 
of particular groups of livestock from where they are raised to where 
they are finally slaughtered, there may be combinations, and generally 
are combinations of movements, by truck and by rail, depending upon 
the circumstances and situations prevailing at the time. 

Movement of livestock to public markets has increased about 25 per- 
cent since 1946. In recent years over 82 percent of the cattle, 83 percent 
of calves, 87 percent of the hogs, and 54 percent of the sheep and lambs 
were moved to the major public livestock markets by motor vehicle. 

There is also substantial movement of livestock by motor vehicle 
from the public markets, but there is, of course, a considerable rail 
movement, too. 

Furthermore, great numbers of cattle and sheep are moved annually 
from one area to another, mainly to utilize grazing and feed resources. 

Mr. Chairman, our people report that some of the cattle from the 
State of Florida move westward on through, and wind up in the Far 
West, and even up as far as the State of Nevada, just in the course of 
movement which is for the purpose of utilizing the natural resources 
along in those areas. 

ile the bulk of this movement is seasonal, there is substantial 
movement throughout the year of stocker and feeder animals, from 
the Western and Southwestern range States to other sections of the 
country, such as the Corn Belt States of the Middle West, the Eastern 
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States, and the irrigated sections of the Rocky Mountains and the 
Pacific Coast States where supplies of feed grains and other feed 
supplies are abundant and where the animals are brought to a suitable 
condition for slaughter. 

According to the statistics of the United States Department of 
Agriculture in recent years more than 5 million cattle and calves 
and more than 23 million sheep and lambs were shipped from about 
23 public-stockyard markets to farms and feed lots in about 21 States. 

here is also a very large movement of stocker and feeder animals 
from farms and ranches either direct or through the many country 
markets to other farms or feed lots. For example, in recent years 
the movement into 9 Corn Belt States alone amounted to more than 
2,600,000 cattle and calves and about 2 million sheep and lambs. 

It should be observed that in the course of these various movements 
ownership of the livestock changes one or more times. 

The purpose of this is to show that any restriction of the exemption 
to a movement of livestock from the point of production to a point 
where it passes out of the actual possession and control of the pro- 
ducer will result in serious complications and discrimination, 

I cite a few examples on page 4, but since this is going into the 
record, I will not take the time to read them, Mr. Chairman. 

Senator Smaruers. All right, sir. 

Mr. Quvasey. I will skip to page 5 and say that what I have stated 
clearly shows—referring to the examples—that restriction of the 
exemption of ordinary livestock by motor vehicle to a movement 
from point of production to a point where it first passes out of the 
actual possession and control of the producer is wholly impractical, 
—_ of being policed, would make certain movements of live- 
stock by motor vehicle subject to regulation as te operating authority 
and rates, thereby create confusion and among other things deprive 
the livestock producers of the inherent benefits of transportation of 
their livestock by motor vehicle that is so vital and necessary to meet 
their needs. 

In that connection, I want to explain that generally speaking in 
the movement of livestock to markets, whether they be terminal 
markets or local markets, the cost of transportation of the livestock 
is reflected in the return or deducted from the returns made to the 
producer. 

Where there is a sale of the livestock, the cost of transportation is 
deducted along with other marketing costs. 

So, any benefit in transportation, directly accrues to the producer 
there. 

Continuing with page 5, it appears very doubtful that if such a 
restriction on livestock by motor vehicle would give any greater 
volume of livestock traffic to the railroads as both rates and service 
determine which mode of transport will be used. Freight rates have 
been successively increased during the last 10 or 12 years, meanwhile 
the volume of livestock traffic by railroad has been declining, and is 
now less than half of what it was in 1946. 

I am referring, Mr. Chairman, to the statistics prepared by the De- 
partment of Agriculture for the major public livestock markets. 

The movement is now less than half of what it was in 1946, as I 
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mentioned before, and notwithstanding that the volume of livestock 
marketed has increased about 25 percent since that time. 

We believe that the rails can increase their share of the livestock 
traffic by reduction in rates and improvement of service, rather than 
by seeking to impose restrictions on the movement of livestock by 
motor vehicles. 

On page 6, I refer to the need for review and revision of the rail- 
road wage structure and will skip down to the middle of the page. 

I wish to urge that your committee give consideration to the report 
to the President of the Emergency Board in the matter identified as 
the National Mediation Board case A-4374, dated March 25, 1955. 

Then, I quote a few of the statements made by the Board in its 
report, and I wish to specifically call attention to the statement that 
there has been no comprehensive review of the revision of the wage 
structure in the railroad industry since the days of World War I. 

When we consider the growing deterioration of the railroad indus- 
try today, we consider that it is imperative that attention be given to 
the matter of review and revision of the railroad wage structure, with 
due regard to the interests of railroad labor, management, the interests 
of railroad investors, and, of course, as will be said, last but not least, 
the shipping public. 

I wish to call special attention to the recommendation of the Board, 
which is shown on page 7 of the statement, that the Board recom- 
mended that there should’ be established a Commission to review and 
to modernize the wage rate structure of the operating classifications 
in the railroad industry. 

We believe that such a comprehensive review is long overdue and is essential 
to the correction of wage inequities, to mutually constructive industrial relations 
and to the efficient operation of the railroads. It is recommended that such a 
Commission be established in accordance with the principles and guideposts 
outlined in the above discussion. 

I trust that the committee can refer to the report, and if it is the 
desire of the chairman, I would be willing to have a copy of that 
report made a part of the record. 

Senator Smatuers. All right. We will so make it a part of the 
record. 

(The above-mentioned report is as follows :) 











Report 


THE PRESIDENT 


BY THE 


EMERGENCY BOARD 


APPOINTED BY EXECUTIVE ORDER 10578 DATED 
NOVEMBER 23, 1954, PURSUANT TO SECTION 10 
OF THE RAILWAY LABOR ACT, AS AMENDED 


To investigate a dispute between the Baltimore and Ohio Railroad 
Company and certain other Carriers represented by the Eastern, 
Western and Southeastern Carriers’ Conference Committees and 
certain of their employees represented by the Order of Railway 
Conductors and Brakemen. 


(NMB Case No. A-4374) 


CHICAGO, ILLINOIS 
MARCH 25, 1955 


(No. 109) 














LETTER OF TRANSMITTAL 


Curicaco, Inu., March 25, 1955. 
THE PRESIDENT, 
The White House. 


Mr. Preswwent: The Emergency Board appointed by your Execu- 
tive Order 10578 of November 23, 1954, pursuant to Section 10 of the 
Railway Labor Act, to investigate a rules controversy involving 66 of 
the Class I railway systems of the country and certain of their em- 
ployees represented by the Order of Railway Conductors and Brake- 
men, has the honor to submit herewith its report and recommenda- 
tions based upon its investigation of the issues in dispute. 

Respectfully submitted. 

Epwarp M. SHarpr, Chairman. 
Cuar.es A. Spracur, Member. 
Joun T. Duntor, Member. 


(IIT) 
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I. INTRODUCTION 


Emergency Board No. 109 was created by Executive Order 10578 
dated November 23, 1954, to investigate and report on the dispute be- 
tween the Baltimore & Ohio Railroad Company, and certain other 
Carriers represented by the Eastern, Western, and Southeastern Car- 
riers’ Confererce Committees, and certain of their employees repre- 
sented by the Order of Railway Conductors and Brakemen. The 
dispute is identified as National Mediation Board Case A-4374. 


Members of the Board appointed by President Dwight D. 
Eisenhower were: 


Edward M. Sharpe, Chairman. 
Charles A. Sprague, Member. 
John T. Dunlop, Member. 


In his letter of appointment the President wrote: 


The Board will organize and promptly investigate the facts as to such dispute, 
and on the basis of facts developed, make every effort to adjust the dispute 
and report thereon to me within thirty days from the date of the Executive Order. 

Pursuant to notice the matter came on for public hearing at 10:00 
o’clock a. m., December 6, 1954, at the hearing room, 22d Floor, 32 
West Randolph Street, Chicago, Illinois. 

Ward and Paul, Washington, D. C., were appointed the official 
reporters of the proceedings. 

Public hearings of the testimony and arguments in the case were 
held in 26 daily sessions which were concluded on February 24, 1955. 
Carriers’ Brief was filed on February 24, 1955, and the summary 
statement of the Organization was filed on March 4, 1955. The length 
of time required for the proper handling of the case made it necessary 
to obtain three extensions of time, upon stipulation of the parties and 
approval of the President, to January 31, 1955; March 15, 1955; and 
April 1, 1955, respectively. 

In the course of the hearings testimony was presented by 21 wit- 
nesses. The transcript of the record ran to 3,419 pages. The Order 
of Railway Conductors and Brakemen introduced 21 exhibits and the 
Carriers 62 exhibits. Copies of all this material have been deposited 
with the National Mediation Board. 


(1) 
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II. HISTORY OF THE DISPUTE 


The origin of the dispute which led to the appointment of Emer- 
gency Board No. 109 lies in the Proposition to Carriers submitted 
under date of March 15, 1949, by the Order of Railway Conductors? 
and the Brotherhood of Railroad Trainmen. Item 4 of that Proposi- 
tion was as follows: 

Establishment of Graduated Rate of Pay Tables—All Classes of Service. 

The basic daily rates of pay for all classes and grades of road train service 
employees’? and conductors (foremen) and brakemen (helpers) in yard service 
shall be established on a graduated basis so as to maintain the money differentials 
between train and yard service employees and engine employees. 

(Note.—This proposal intends that a formula will be adopted to provide a 
relationship between rates of pay and weight on drivers of the locomotive used 
during a tour of duty.) (Employees’ Ex. 1, p. 2; Carriers’ Ex. 11, p. 3.) 

In Amended and Supplemental Proposals of the Organizations 
Item 4 was retained, and specific tables for graduation of standard 
basic daily rates of pay for train service crews in the several classes 
of service were submitted. (Carriers’ Ex. 11, pp. 11-15.) 

Carriers and the Organization were unable to agree on the Pro- 
posals and Counterproposals, and the 1949 movement initiated by the 
two Organizations culminated in the appointment of Emergency 
Board No. 81 on February 24, 1950. This Board filed its report on 
June 15, 1950. With respect to Item 4 the Board recommended that 
the request of the Organizations be withdrawn. 

Following the report of that Board, Carriers and the Organizations 
resumed negotiations. A settlement was reached on a number of other 
items in dispute, and the Order of Railway Conductors in a letter 
dated May 20, 1952, signed by R. O. Hughes, President, notified the 
National Mediation Board and the several Chairmen of the Carriers’ 
Conference Committees that it was withdrawing “without prejudice 
for future handling” “Item 4—Establishment of Graduated Rate of 
Pay Schedules—A1l Classes of Service.” 

On June 17, 1953, President R. O. Hughes of the ORC wrote the 
Chairmen of the Conference Committees that he had been instructed 
to resume handling of this item on Graduated Rate of Pay, and 
invited conferences with Carrier representatives on the subject. Car- 
riers took the position that the item had been withdrawn on May 20, 
1952, and under the moratorium agreement of May 23, 1952, the item 
could not be revived for negotiation prior to October 1, 1953. There- 


21The name of the Order of Railway Conductors was changed effective August 1, 1954, 
to “Order of Railway Conductors and Brakemen.” In this text it will be referred to as 
ORC on matters prior to that date, and to ORC&B subsequent; or merely as the 
“Organization.” 

* In this report “train service employees” refers to conductors, brakemen, flagmen; and 
“engine service employees’’ to engineers and firemen. 
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upon, the ORC served notice on individual carriers, under date of 
July 10, 1953, formally requesting the establishment of “Graduated 
Rate of Pay Tables—A1I Classes of Service.” 

Failing to progress this proposal with Carriers the ORC notified 
the National Mediation Board, under date of August 25, 1953, of its 
intention to withdraw the service of employees represented by it on 
September 10, 1953, “on a railroad or railroads.” The National Medi- 
ation Board docketed the case as A-4374. A conference between 
representatives of Carriers and the ORC led to a memorandum of 
agreement on procedure by which the notices of July 10, 1958, would 
be recognized by the Carriers as valid as of October 1, 1953. 

Contemporaneously, the wage movement of 1953-54 was initialed by 
various railway organizations which led to certain agreements. Coin- 
cident with the signing of a wage agreement by representatives of the 
Carriers and the ORC, on February 5, 1954, a Memorandum “Re: 
Mediation Case No. A-4374” was signed by the parties. It provided: 

The undersigned, parties to the above dispute have received and have been 


giving consideration to the communication of January 30, 1954, from the 
Mediation Board. 

The parties to said dispute have this day entered into formal agreement with 
respect to certain general wage increases and vacation provisions. 

The said agreement does not dispose of Case A-4374 and mediation in said 
case shall be temporarily recessed by the National Mediation Board. Mediation 
shall thereafter be resumed under the provisions of the Railway Labor Act. 
The Mediation Board’s letter of January 19, the letter of the Order of Railway 
Conductors of January 20, and the letter of the carriers of January 26, are 
hereby withdrawn. 

It is further understood that in reference to Case No. A-4374 the Carriers 
contend that because of the formal agreement of this date employees represented 
by the Order of Railway Conductors are not entitled to any further increase 
and that no inequity in their wage structure exists. 

It is also understood that the Order of Railway Conductors contends that an 
inequity still exists and should be corrected by establishing the Graduated Rate 
of Pay Tables or by some other means. 

It is therefore agreed that either party may urge their respective contentions 
in the further handling in mediation or otherwise of this case. (Hmployees’ 
Ex. 1, p. 46; Carriers’ Ex. 11, p. 169.) 


Subsequent efforts of the National Mediation Board to obtain a 
settlement on the issue of “Graduated Rate of Pay Tables—AII Classes 
of Service,” did not succeed. On October 15, 1954, the National Medi- 
ation Board in letters to the Chairmen of Carriers’ Conference Com- 
mittees and the President of the Order of Railway Conductors and 
Brakemen requested and urged that the parties submit the dispute to 
arbitration. This was rejected by the Carriers on October 22, 1954, 
and by the ORC&B on October 23, 1954. 

Thereupon, the National Mediation Board advised the President 
that in its judgment this dispute threatened substantially to interrupt 
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interstate commerce to a degree such as to deprive the country of 
essential transportation service. President Eisenhower, acting under 
the authority vested in him by Section 10 of the Railway Labor Act, 
as amended (45 USC 160), created this Emergency Board of three 
members to investigate the dispute and report its findings to him. 


Ill. HISTORY OF GRADUATED RATES OF PAY FOR 
ENGINE SERVICE EMPLOYEES 


The Organization seeks to extend the graduated rates of pay based 
on weight on drivers from engine service employees to conductors and 
brakemen. The parties in this proceeding have presented considerable 
evidence * on the history of graduated rates of pay, and the Board 
believes a brief summary of this record provides background essential 
to this case. 

In the early stages of the development of American railroads train 
and engine service employees were generally paid on a straight-time 
basis, by the day or month, as was the prevailing practice in other 
industries. Subsequently, the trip rate system was introduced on a 
number of railroads under which road service employees received a 
particular rate for each specific run. Partly because of the lack of 
standardization in the trip rate method of payment, a straight mileage 
system gradually became prevalent. The straight mileage system 
was then replaced by the dual system of miles plus hours. The dual 
basis of pay developed first in freight service and particularly in ir- 
regular freight service before it was adopted in assigned freight 
service.‘ 

The dual system of pay took no account of the greater effort and 
responsibility required of engine service employees as a consequence 
of the introduction of larger and more powerful locomotives. Both 
the engineer and fireman were faced with greater responsibility, and 
the fireman required greater physical effort to shovel sufficient coal to 
keep a full head of steam. Because the variations among locomotives 
were particularly pronounced with respect to the duties of firemen, 
graduated rates were applied earlier and spread more rapidly for 
firemen than for engineers. The graduated system of pay, to compen- 
sate enginemen for variations on different engines, first emerged at 
about the same time as the dual basis of pay in the 1880’s. There was 
little uniformity in the method used to classify engines and to gradu- 
ate rates of pay. By 1900 the following methods were being utilized : 
(1) Cylinder dimensions; (2) total weight; (3) tractive power; (4) 


* See, Employees’ Exs. 3, 5, 7, 17, 18, 20; and Carriers’ Exs. 34, 38, 39, 40, 41, 45. 
*See, Report of the Eight-Hour Commission, Appendix VI (William Z. Ripley), Chapters 
II and III, “The Basis of Pay,” pp. 275-87. 
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weight on drivers; and (5) local designations such as the name of the 
engine. In this early period, and generally before World War I, 
there were considerable variations in pay rules among different rail- 
roads. 

The development of a uniform practice of graduated rates of pay 
for engine service employees was a very gradual one. In the 1907 
agreement between the Engineers and the Western roads there was 
provided a graduated rate of pay in passenger service as follows: 

The minimum rate of pay in passenger service shall be on engines with cylinders 
under 18 inches in diameter, $3.75 per day of 100 miles or less. 

On engines having cylinders 18 inches and over in diameter, $4.00 per day of 
100 miles or less. 

The Western Firemen’s Agreement contained substantially the same 
provisions, except for the wage rates. 

In the 1910 wage movement, the firemen on the Western Railroads 
were awarded special rates for heavy power. In freight service the 
rate was to be $3.75 per 100 miles on engines weighing 215,000 pounds 
or more on drivers and on engines equipped with cylinders of 24 inches 
or more in diameter. In all classes of road service firemen on Mallet 
locomotives were to receive $4.00 per 100 miles. The 1910 agreement 
between the Engineers and the Western Carriers provided that a 
differential of 25 cents per day be applied to engines weighing 215,000 
or more pounds on drivers and that a differential be applied on Mallet 
locomotives in all classes of service. 

From the 1910 dispute between the Conductors and Trainmen and 
the Eastern roads in passenger service there evolved the dual basis of 
pay, overtime pay, a basic day and monthly guarantees for the passen- 
ger train service employees. In the East, during negotiations between 
the Carriers and the Conductors and Trainmen, the organizations 
requested a form of graduated rates for freight service. They pro- 
posed that they receive an increase of 15 percent for trains propelled 
by engines equipped with cylinders of 20 inches or less, and an addi- 
tional 5 percent for engines with cylinders over that size; they also 
asked for one and one-half times the ordinary rate for service on 
freight trains attached to Mallet locomotives. The settlement of 
December 29, 1910, did not include any of these proposals. 

That the Carriers accepted the principle of graduated rates of pay 
for engine service employees is indicated in the 1912 arbitration case 
between the Eastern roads and the Engineers. For both passenger 
and freight service the Engineers had proposed a uniform graduated 
system of pay based on cylinder dimension. The Carriers objected 
to the cylinder dimension as the basis for graduated rates of pay. In 
refusing to adopt the proposal of the Engineers, the Arbitration 
Board stated : 
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That for different sizes of engines the rates should differ is agreed by both 
parties but there is no agreement regarding the basis of classification of 
engines. ss * 

It was the Firemen who first obtained a comprehensive system of 
graduated rates based on weight on drivers. This Organization made 
the demand on the Eastern Carriers in 1913, and an Arbitration Board 
unanimously awarded the Firemen wage rates which were graduated 
upward, in both passenger and freight service, according to weight 
on drivers. In passenger service the Board established nine incre- 
ments, with the maximum fixed for engines weighing 350,000 pounds 
on the drivers, and a still higher rate was provided for Mallets. In 
freight service there were eight brackets, ending at 300,000 pounds 
and the highest rate was applied to Mallets. In addition, two grades 
were fixed for yard service, with the break at 140,000 pounds. It 
should be noted that graduated rates were not requested for electric 
locomotives. 

The train service employees in the East were also engaged in a 
wage movement of their own. (Arbitration Award, November 10, 
1918, Carriers’ Ex. 39, pp. 71-88.) No request for graduated rates 
was made. Counsel Wilmarth for the Organization stated concerning 
this 1913 award: 

Recognition, however, was given * * * for conductors and trainmen that there 
was increased responsibility to the conductor on longer trains and in that pro- 
ceeding the conductors received a greater increase in pay by reason of this fact, 
and thatisthelasttime. (Tr. 3177.) 

The drive by the enginemen for uniform graduated rates turned to 
the West. Arbitration proceedings between the Western Railroads 
and the organizations representing the engineers and the firemen took 
place in 1914-15, during which proceedings the Engineers and Firemen 
jointly proposed a schedule of graduated rates based on weight on 
drivers in passenger and freight service and also proposed graduated 
rates for Mallet-type engines. On April 30, 1915, an award was ren- 
dered which granted both engineers and firemen a uniform scale of 
graduated rates based on weights on drivers, similar to that which 
previously had been awarded the firemen in the East. 

Thus, by 1915, graduated rates for enginemen, based on weight on 
drivers was a fairly general practice. The Firemen had nine brackets 
for passenger service and eight brackets for freight service in both 
the East and the West. The Engineers had eight brackets for both 
passenger and freight service in the West only. In the Southeast ter- 
ritory there had been no arbitration proceedings relative to graduated 
rates for either firemen or engineers, and the general practice in that 
area was some graduation of rates based on cylinder dimensions. 
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On December 26, 1917, the Federal Government took control of 
the railroads. There was a widespread movement under way at 
the time for wage increases among the railroad employees, and on 
January 1, 1918, the Director-General of the Railroads issued General 
Order No. 27, which raised the wage rates without changing the ex- 
isting pattern of gradations of wage rates based on size of engine. 
On January 1, 1919, under Supplement No. 15 to General Order No. 
27, issued by the Director-General, graduated rates of pay for en- 
gineers and firemen were made general and uniform throughout the 
United States. In addition, Supplement No. 15 served to enlarge 
the scale of graduated rates based on weights on drivers for engine- 
men. For passenger service the number of increments was increased 
to twelve, and the maximum rates were paid for services rendered on 
locomotives weighing more than 500,000 pounds, rather than the 
previous maximum of 350,000 pounds; and in addition three grades 
were established for helpers on electric locomotives. For freight 
service the number of brackets were increased to nine, and the top 
bracket was increased from 300,000 pounds to 350,000 pounds; on 
Mallets two increments were created with a break at 275,000 pounds. 
For yard service six engine classifications were made, two of which 
were for Mallets, and the top bracket was established at 300,000 
pounds. 

Thus, by Government order, an elaborate system of graduated rates 
based on weights on drivers for enginemen was extended, for the first 
time, to all roads in all sections of the country. In Supplement No. 
16 to General Order No. 27 the traditional flat rates were continued 
for Conductors and Trainmen. 

The extension of the graduated wage scale for engine service 
employes by the Federal Government on January 1, 1919, arose from 
the introduction of heavier power. Thus an emergency board review- 
ing this 1919 experience in 1943 found that the extension in the weight 
brackets had evolved solely from the introduction of new and heavier 
power subsequent to 1913, when the previous maxima had been estab- 
lished. The 1943 Board stated : 

As a larger number of the heavier type locomotives were introduced the 
schedule was revised under Federal Control in 1919, at which time the present 
limits * * * were adopted. 

The classifications of engines based on weights on drivers that were 
made by the Director-General of Railroads in 1919, when the carriers 
were under Federal control, remained unchanged until 1948, when the 
introduction of heavier power primarily in diesel form resulted in 
the Engineers and Firemen making a concerted drive to raise the 
maxima of the classifications. 
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The enginemen’s demands in the 1940’s for an extension of the 1919 
graduated wage rate tables were part of the dispute centering upon 
the inauguration of diesel-electric power and steam locomotives of 
new design. The movement began in 1933, when the Engineers and 
Firemen on the Union Pacific proposed that locomotive engineers 
should be assigned as motormen, and locomotive firemen as helpers, 
on “all types of new motorcars of one or more units, electric or other 
motive power, which may be substituted for steam locomotives.” 
They also asked that the highest steam rate be applied to enginemen 
so assigned. On November 1, 1933, the Engineers signed an agree- 
ment with the Union Pacific providing for a flat rate of pay for 
engineers assigned to “motorcars operated under train orders.” <A 
similar agreement was signed by the Firemen on November 17, 1933. 
These were the first of the so-called “Diesel Agreements.” A year 
later, however, a new agreement was signed by the Firemen and the 
Union Pacific, which provided for graduated rates based on horse- 
power of the locomotive, and in 1936 graduated rates based on weights 
on drivers were made applicable to firemen employed on diesel 
locomotives. 

As the use of diesel locomotives expanded during the 1930's, a series 
of similar agreements were made on various other roads, and the 
Firemen’s Organization then sought a standard agreement with 
respect to firemen on all diesel locomotives. On February 28, 1937, 
such an agreement was signed, and in passenger service it provided 
that coal-burning locomotive rates were to apply to diesel helpers on 
all roads except those using oil-burning locomotives exclusively, in 
which case oil rates applied. In all other classes of service the rates 
applicable to electric helpers were to be used. Thus the first na- 
tional agreement covering diesel helpers recognized and applied the 
principle of graduated rates based upon weights on drivers. Although 
the Engineers had no national agreement covering this subject at 
this time, agreements had been made on local properties which also 
applied weight on driver graduated rate tables to engineers assigned 
to diesel power. 

The next significant event in the history of graduated rates was 
the proceedings before the Emergency Board in 1943. Among the 
many proposals regarding the diesel locomotives, the Engineers and 
Firemen also proposed that the total weight of the engine be used as 
a basis of classification of steam engines and that various classifica- 
tions of horsepower be used in the classification of diesel-electric 
engines. The Carriers vigorously opposed the changes suggested, 
contending that the classification of engines according to weight on 
drivers or tractive effort was the most practical measure of the 
hauling capacity of all types of engines. 
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The Emergency Board recognized that since the rate schedule re- 
visions under Federal control in 1919, locomotives of considerably 
heavier types had been introduced. The Board held that while these 
developments did not justify the abandonment of weight on drivers 
as a basis for determining basic wage rates, they did warrant “the 
extension of gradations beyond the present limits with a corresponding 
extension of wage brackets.” 

The first agreement following the report of the 1943 Emergency 
Board was entered into between the Firemen and the Eastern Car- 
riers on August 13, 1943. The agreement followed the recommenda- 
tions of the Emergency Board in providing for a rate increment for 
every 50,000 pounds on drivers, with no upper limit, but went in 
excess of the recommendations with reference to the amount of rate 
increment for each weight classification of engine. The weight on 
driver graduated rates of pay schedules which were adopted in that 
agreement are currently in effect, except for the uniform wage adjust- 
ments that have been made in the rates of pay since the date of the 
agreement. 

The Firemen and the Western Carriers made substantially the same 
agreement on November 27, 1943, and the Firemen and the South- 
eastern Carriers followed the pattern in an agreement signed May 11, 
1944, 

Following the report of the 1943 Emergency Board, the Engineers 
made an agreement with the Western Carriers on January 15, 1944, 
and with minor differences this agreement followed rate schedules of 
the Firemen. Again, the key aspect of the agreement was the ex- 
tension of the weight brackets, with no top limit, to the graduated 
rate of pay schedules. The Engineers and the Eastern Carriers signed 
a similar agreement on December 20, 1944, and on April 3, 1945, a 
similar agreement was reached with the Southeastern Carriers. 

The only change which has occurred in the graduated schedules 
since the 1943-45 agreements occurred on May 17, 1950, when the oil 
and electric differentials were eliminated by agreement between the 
Carriers and the Firemen. Graduated rate tables then became ap- 
plicable to engineers and firemen on all types of motive power, whether 
the engines be coal, or oil-burning, diesel-electric, or electric. 

As indicative of the types of changes that have taken place since 
the Federal Government standardized for enginemen the graduated 
rates based on weight on drivers, Tables 1-3 show the basic daily 
rates of engineers, firemen, and conductors in through-freight service, 
as of January 1, 1919, as of 1943-44, and as of December 16, 1953. 
The single rate of the conductors is included for each period to show 
the relative position of the conductor. 
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TasBLe 1.—Basic daily rates of engineers, firemen, and conductors, in through 
freight service 


JAN. 1, 1919 











Engineers | Firemen Conductors 
ee oes Se fi, So le eh bees dhe thn oni $6. 08 $4. 24 $5. 40 
onic nee instddessaegsehensrivnntieadhooase 6. 16 4.32 5. 40 
DNs Lon ddbbdvodddbastinceteeeudedeneuudesess 6. 24 4.48 5.40 
tid saute ubeseiaeentintgseth—se~7eqneee ses ghrentneee 6. 48 4. 64 5. 40 
A Ai sda Bolas nek Sh iddecedccnsdisibdheocdétcecteeboe 6. 64 4. 80 5. 40 
ine in eink dee eaietkininknnighhe enya eh ompeeren ods 6. 80 14,96 5. 40 
Sn «hh Dea soa et Bid hs dekh nlcshitanccdesattebuideio’ 6. 94 5.12 5.40 
a a a ater nas laa cheaie 7. 08 5. 37 5.40 
Be, Sido. on dallnannnitdnnddénnpdhbtdedeutetd 7.28 5. 44 5. 40 
I tes xsi denial nines hineibeedaunitninses ons coum waixeien 7.23 5.44 5. 40 
Ad SE hs ct ed cab cine dsbtbbsesameh sin gésce 7.3 5. 44 5.40 
i <itnncnidaicten Shaner ier eae bane aamnpideegenein 7.23 5. 44 5.40 
SLOG, 6b Sim edddbouepiesegbdoctnnesdgehbdbvadtnnee 7. 28 5. 44 5.40 
i tied hd eienehiesialeihaegeth ne anne aemaweaairunaans: 7.2 5.44 5. 40 
GE ida chav hichiddsabbbn baddies asin dip~shbdimmespel 7.28 5. 44 5.40 
le rire hia aie aes aes apa nedaeaaaaania 7.2 5. 44 5. 40 
Pe Ss CEE 6 ohid a dk ~ coghtbdtedecbe ced «6b6sbdbbinanben doe 7.28 5. 44 5.40 
asics woneiupp aged ipechmene 7.28 5. 44 5.40 
SE Ress 5 si nt be dnd bb db Genntbh npr wksbesbuds 7.28 5.44 5.40 
Teen Tenn ne  eeaReRheeraibnkanneeesentee 7.2 5. 44 5.40 
Se ODES £5 5 Sh poeta sab ds ewe dcscnidiun ceed 7.28 5. 44 5.40 


1 In West this rate is $4.97. 
Source: Carriers’ Ex. 15, p. 2; 16, p. 2; 17, p. 2. 


TaBLeE 2.—Basic daily rates of engineers, firemen, and conductors in through 
freight service 


1943-44 SETTLEMENTS 











Engineers!*}| Firemen?! | Conductors é 

i te hs eterno neon = $9. 27 $7. 30 $8. 54 
I cede abba doe ci scésdbk~ cee deccubconenuccent 9. 36 7. 38 8. 54 
i athe Deere nnn iendeoeshvinanananene 9. 45 7. 55 8. 54 
Pb bdin Shc dds ciddsbebbdbs beGbee sétbcccdsscsbeetwresscoss 9.70 7.73 8. 54 
tee ee ant team oves Lundinnbiouginten 9. 88 7.90 8. 54 
Se ban ebb ska duck ob ddddadwcet bbb wsestecetcbsboasaue 10. 05 8. 07 8. 54 
taal tie hatte inaietinnevogapmanenberet 10. 20 8. 24 8. 54 
Ne bei dbdedcsbctddbbbieboduubesdedcscccesenewnsuas 10. 35 8. 51 8. 54 
Stinnett ent boonetatiansanhpintmarrnineandétinees 10. 56 8. 59 8. 54 
TS ctinwbh etudes evbivn ckbbute shbaob dé seco tuacnscducdes 10.77 8.75 8. 54 

he AS IE RE I SS a a ee 10. 98 | 8.91 8. 54 

Ph ue dGdeubsakditheeébcesuseebbbscd Ldnductunachsédetocese 11.19 9. 07 8. 54 
te Bian iieeindihieenidienibas tuner shpeonens 11, 37 9. 23 8. 54 
SRS < bank Sash otuib dbibwas cua + ducbenhhndeteeceae 11. 55 9. 39 8. 54 
eatin eee ean andnbeaienahaeteies 11. 73 9. 55 8. 54 
Sad ss aie ead tebe sth da cdubud wasebubowldunbdsuudeisc 11. 91 9. 71 8. 54 
alee ee es eetmabenunniel 12. 09 | 9. 87 | 8. 54 
GUPNRING. 2ectik 0-2 LEGER ie. oa asebbdabocen ese awk | 12.27 10. 03 | 8. 54 
lpia eineneinipnbbbeheeshagihiigs dap hanegras | 12. 45 | 10. 19 | 8. 54 
Genesee. B86) le baled wl. 12. 63 | 10. 35 | 8. 54 
an ena eenteneeenenenekwereketenh 12.81 10. 51 8. 54 





1 With 18 cents added for each additional 50,000 pounds or fraction thereof. 

2 With 16 cents added for each additional 50,000 pounds or fraction thereof. 

* Steam locomotives of the 4-8-4 and 2-10-4 type to be reclassified for pay purposes by being moved into 
the next higher wage bracket. 

4In West this rate is $8.48. 


Source: Carriers’ Ex. 16, p. 2-A; 17, p. 2-A; 15, p. 2. 
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Taste 3.—Basic daily rates of engineers, firemen, and conductors in through 
freight service 


Dec. 16, 1953 
| Engineers ! # | Firemen !? | Conductors é 
ee SD RE bso ccbiip cf ahh cncncks OS cecdasesssocs $15. 73 $13. 83 $14, 82 
OO SE, conneneseckbdhpe~cennnse dietlunesssnadoonmn 15. 13. 14, 82 
EY 08 SERIES da dcddinan catip db penstncmee Eds dgeconsseedocdes 15. 73 13. 83 14. 82 
i Aockad¢dbldbhasdcosapedabahbesbesssamnkindiananwenh etna 16. 16 14.18 14, 82 
ab bbs.n 6 ACESS chee sce Mb otdbbedeeduGGedhecsscéaduncatds 16. 16 14.18 14, 82 
i IE enna DE nie uae aie Aahandh ete ee 16. 33 14. 35 14. 82 
Si scttiny eLedwenceseetdsdhpotnses sdbgGihbdceseesanoctes 16. 48 14. 62 14. 82 
Pt cnncnsdelbebhnntteenessdiiibesktnenh sidimiiaasadsdaaheneen 16. 63 14.79 14, 82 
Sc ccteeebebidiéeccuns iecincdusdsucttegadsstecseactne 16. 84 14. 87 14, 82 
Ti iitnandibgbanssstewildnnannnandnbbeinnannanibhmninmes 17. 05 15.03 14, 82 
i cladedy deh aibesasescéedivnlennacvunscGjue tbuuces betes 17. 26 15.19 14, 82 
Tin pl lene genital ei MinaiitvdntlMR igh ke 17. 47 15. 35 14. 82 
Sw wh eddbdbdeccodccendabuasccdsseodutiegbecsokansésocents 17. 65 15. 51 14, 82 
Tt cnncgeidhiineascnonas didn énenenintel Bins gineehetaue 17. 83 15. 67 14, 82 
BES o cbesteb bibbe epidahaondibichibadcodunegpelidudsédassentewe 18. 01 15. 83 14. 82 
cn ni ch naib si dioenabun tellin Enki sieimidin 18.19 15. 99 14, 82 
Pew dddb gate cbt dendesusdbtlecuwnckddsiinidbaséevingebadd 18. 37 16. 15 14, 82 
so cnnailtialh inns anndcscnelli Dini wenn owddlitidll etemcnionabenmanel 18. 55 16. 31 14, 82 
adit bktndstimws chentgitnatndewanine bdtetiss buwintntatinpeadad 18. 73 16. 47 14, 82 
Scalise eed venience eaeenaps te memeseeeanepeeitaree ease ae ee a 18. 91 16. 63 14. 82 
CERES 00 1 ROBB. a 5 iden dakcustsidcnndinnentblaienecieednl 19.09 16, 79 14. 82 





1 With 18 cents added for each additional 50,000 pounds or fraction thereof. 

3 With 16 cents added for each additional 50,000 pounds or fraction thereof. 

3 Steam locomotives of the 4-8-4 and 2-10-4 type to be reclassified for pay purposes by being moved into 
the next higher wage bracket. 

4 In West this rate is $14.76. 


Source: Carriers’ Ex. 2; Employees’ Ex. 2, 


IV. POSITION OF ORGANIZATION 


In this proceeding the Order of Conductors and Brakemen seeks to 
restore the dollars and cents differentials between the train crew and 
engine crew in the average basic daily rates of pay which existed in 
1922, and to preserve them for the future. The method proposed is to 
incorporate in the wage structure of train service employees a gradu- 
ated rate of pay based on weight on drivers of locomotives. 

The present daily and mileage rates would serve as the base, and 
increments therefrom would duplicate those now employed in the 
graduated scale for engineers. Existing daily and monthly guaran- 
tees for employees would be preserved, as well as other rules affecting 
compensation. Any conflict arising in applying the rate schedule in 
special services would be settled by negotiation between the parties. 

The Organization proposed the following for adoption as the Grad- 
uated Rate of Pay Tables for all classes of service which it represents. 
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TABLE 4.—Proposed standard basic daily rates (graduated basis of pay) 
CONDUCTORS 














Classification of locomotive (weight on drivers) Through Local and | 
(000 pounds) freight! | way freight ! Passenger ? Yard! 

Oe ees en ee | $14. 82 $15, 38 $15. 40 $17. 03 
I ME Te ik oo «dnd tiemecncunndesne 14. 82 15. 38 15. 49 17.03 
NESS bade ll I OF. RS 15. 25 15.81 15. 57 17. 46 
I SAG eo ec aceuhbncesl 15. 25 15. 81 15. 66 17. 46 
ao ia ig Aen ck nmam ah eases 15. 42 15, 98 15. 75 17. 63 
a ee cae 15. 57 16. 13 15. 83 17. 78 
ee eee 8 ater 15. 72 | 16. 28 15. 92 17. 93 
ih a on maser edie nish SEGRE 15. 93 | 16. 49 | 16.00 | 18.14 
ee ieee 16.14 | 16. 70 | 16. 09 | 18. 35 
ee ge ee edtuank 16. 35 | 16.91 | 16. 18 | 18. 56 
ek eee eee teeta 16. 56 | 17.12 | 16. 26 | 18. 77 
ce eh ee. beeen 16. 74 | 17. 30 16. 35 | 18, 95 
nee teawens 16. 92 17. 48 | 16. 43 | 19. 13 
EN iii k Gee as canine ln teed saineamudiceuae 17. 10 | 17. 66 | 16. 52 | 19. 31 
i ik a te ccm ance a cannenukneee | 17. 28 | 17. 84 | 16. 60 | 19. 49 
Re ee dae os 17. 46 | 18. 02 16. 69 | 19. 67 
iio iE ee ag nccn sed a rotunanione bees 17. 64 18. 20 | 16.77 | 19. 85 
Ne ee isc rindatbonecsuneiaat nase’ 17.82 | 18. 38 16. 86 | 20. 03 
co cc ket en imanmabteneh 18.00 | 18. 56 | 16. 94 | 20. 21 
ee 8d to aa34 18, 18 | 18. 74 | 17.03 | 20. 39 





1 With 18 cents added for each additional 50,000 pounds or fraction thereof. 
2 With 8 cents and 9 cents alternately added for each additional 50,000 pounds cr fraction thereof. 


NotTE.—Western rates, because of the doubleheader rule, are lower than the Eastern and Southeastern 
rates quoted above. In Through Freight Service 6 cents, Local 7 cents, and Passenger 6 cents. 


Source: Employees’ Ex. 2, p. 3. 


TABLE 5.—Proposed standard basic daily rates (graduated basis of pay) 
BRAKEMEN 


| | 


Classification of locomotive (weight on drivers) Through Local and 





(000 pounds) | freight! | way freight ! Passenger ? Yard! 
mE meee ose SIS et Us So! $13. 40 | $13. 83 $13. 25 | $16. 18 
emt A Ge Sea 13. 40 | 13. 83 13. 34 16, 18 
PE tip Gengscccts bassckstutuch sacsubbéiduckg 13. 83 | 14. 26 13. 42 | 16, 61 
Neen eee ee 13. 83 14. 26 13. 51 | 16. 61 
Berto dt ct Art Lela wen ce uenn 14. 00 14. 43 13. 60 16. 78 
ee Tt eo ae 14.15 | 14. 58 13. 68 16. 93 
SNEE.. £2. cGceesscbsgsee cn cect bets kid dk 14. 30 14. 73 13.77 | 17.08 
Ri cer a er ee aS ee 14. 51 14. 94 13. 85 | 17.29 
ED. - «ncn deeb cobe setter bbs bse. teseck Jb 14. 72 15.15 13. 94 17. 50 
old Saeeen ai eS APSE SERS ee 14. 93 15. 36 | 14. 03 17.71 
aD ot a sebssoceelcstlebetowsdssdbcddectes 15.14 15. 57 14.11 | 17. 92 
eer ea ee eet 15. 32 | 15.75 14. 20 | 18. 10 
SAL Fast LAuseJddeh 1b idhsa dobedddeuadard 15. 50 15. 93 14, 28 18, 28 
eae ee ee en a 15. 68 16. 11 14. 37 | 18. 46 
SELL. 0 btu boncbih b0ct is 2 Lisi Ril i 15. 86 16. 29 14. 45 18. 64 
ee ee nee 16. 04 | 16. 47 14. 54 18. 82 
SEE bhdGGbdbbs dn cc Jatih dike dds dea cbdb api | 16. 22 | 16. 65 14. 62 19. 00 
Se Ie pp ee Sel ee EE 16. 40 16, 83 14.71 | 19.18 
MAM SLick.. coches £350.1 S251 416 se3 6 £ha 16. 58 17.01 14. 79 19. 36 
I eee... eee 16. 76 17,19 | 14.88 19. 54 








1 With 18 cents added for each additional 50,000 pounds or fraction thereof. 
2 With 8 cents and 9 cents alternately added for each additional 50,000 pounds or fraction thereof. 


Note.—Western rates, because of the doubleheader rule, are lower than the Eastern and Southeastern 
rates quoted above. In Through Freight Service 5 cents, Local 5 cents, and Passenger 4 cents. 


Source: Employees’ Ex. 2, p. 4. 


While the tables include schedules for employees in yard service, 
in the course of the hearings spokesmen for the Organization dis- 
claimed representation of “any yardmen’s craft as such.” (Testi- 
mony of President Hughes, Tr. 317-8; Statement of Counsel Wil- 
marth, Tr. 3159, 3162. ) 
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A proposed graduated rates of pay table for Mallet-type locomotives 
was introduced (Employees’ Ex. 6), but it was subsequently with- 
drawn as a demand by the Organization. (Tr. 1047.) 

The basis for the demand is: 

First, the unfavorable trend in wage relations between conductors 
and engineers and conductors and firemen, which derives primarily 
from the enjoyment by engine service employees of a graduated pay 
schedule based on weight on drivers of the locomotive used. This 
trend has been sharply accentuated by the advent of the diesel engine 
whose units when operated in tandem greatly augment the power of 
the locomotive. The upward extension of the graduated rate of pay 
tables in 1943-45 resulted in a sharp increase in the average basic 
daily rate of pay of the engine crew and increased the disparity in 
their wages with those of the train service crew. 

Second, the lengthening of trains associated with the use of heavier 
power has added greatly to the work assignment of the train crew, 
and to the productivity of the joint efforts of road operating em- 
ployees. These factors entitle the train service employees to a gradu- 
ated pay schedule, the same as engine service employees. 


(1) An Inequity Exists 


For a long period of years the four road operating crafts have had 
a dual basis of pay: A given number of miles run constituting the 
“basic day” with pay computed at a mileage rate. Here is a sample 
of the basic day rule: 

One Hundred (100) miles or less, eight (8) hours or less (straightaway or 
turnaround) shall constitute a day’s work; miles in excess of one hundred (100) 
will be paid for at the mileage rates provided. (Employees’ Ex. 20, p. 3.) 

To this rule in the case of contracts with engineers and firemen these 
words are added, “according to class of engine.” 

This provision establishes a graduated rate of pay for engine service 
employees based on weight on drivers of locomotives used, the mileage 
rate advancing with the increase in locomotive power. With the great 
advance in power of locomotives in recent years the average basic daily 
rate of pay for engine service employees has steadily increased while 
the rates of pay of train service employees have been held at a single 
rate. All crafts in road service have received the same amounts by 
way of general wage increases; and engineers and firemen have en- 
joyed the additional benefit deriving from their graduated rate of pay 
schedule, 

Statistical evidence of the unfavorable trend in this wage relation- 
ship, specifically between conductors and engineers and between con- 
ductors and firemen, was introduced in Employees’ Exhibit 11 from 
which the following figures are taken: 
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TABLE 6.—Average basic daily rates, 1922-June 1954 
PASSENGER SERVICE 








| 1922 | 1942 | June 1954 
Ce) dU Rh i aac ~ iit hn gb b oe dd $6. 51 $8. 52 $15. 71 
EL 1Eh. ccvnnsdbutpinepneripeonieianetngssepatidantnaccan 6. 88 8.15 15. 59 
eh 5s eh LA oh eit eben podeshscoddbsvécn 5. 33 6. 57 13. 95 
THROUGH FREIGHT SERVICE 
Cee. oocckes~ cess WS Bi hi sea $5. 92 $7.85 $14. 94 
a ae non cmos henbeguueanagen 7.27 9. 52 17. 86 
co od sb bbs ct Usb beth 0 dba obi ell dco deeb ig 5.41 7. 50 15. 69 
LOCAL AND WAY FREIGHT SERVICE 

GND, oe conscesaccnecesdetsessckyhs dabadecnVecubiem dddaeassee $6. 35 $8. 43 $15. 47 
ST inctnechetnchusopentietotpemaancineinenponscnsebledacpes 7.40 9. 73 17. 42 

5.47 7. 64 15. 27 





E. L. Oliver, economist, testifying for the Organization, noted two 
revolutions in power used in train service, the first in the 1920’s fol- 
lowing World War I, and the second following the depression of 
the 1930’s when the diesel engine came into service. Its use was 
greatly accelerated in the years after World War II. Ability to link 
diesel units together added greatly to the aggregate power of the 
locomotive. (Employees’ Ex. 4, pp. 2-7; Tr. 159-177.) 

The advantage in pay accruing to the engine crew from the increase 
in heavier power was extended through the removal in 194445 of the 
maximum limitations that had been unchanged since 1919. 


TABLE 7.—Differentials in average basic daily rates 


[From Employees’ Ex. 11] 











Through freight Local and way 
Passenger service service freight service 
Year | | | 
Conductor | Conductor | Engineer | Conductor! Engineer | Conductor 
over over over over over | over 
engineer fireman | conductor | fireman conductor | fireman 

Pcdsteeapesccssciscceccsces $0. 39 $1. 91 $1. 35 $0. 51 $1. 05 $0. 88 
Ea ere . 39 1.94 1. 64 35 1.31 . 78 
tnt tn weintatepinieiemitieadinad 37 1.95 L 68 34 1.30 .79 
SRR it ibe cde bteecp bende cnane -20 1.79 2. 21 —.12 1, 55 . 8 
PE bdancandbbbobstasccebied .19 1.79 2. 32 —.23 1.60 . 53 
De iclbthitéusctie tpn tntilinntinan -40 2.01 2. 24 —.13 1, 46 . 69 
iaihediaaatinanesstnediie 15 1.79 2. 62 —.46 1.77 .41 
BD. clbth de kpo décpeteuudeote -10 1.70 2.76 —. 61 1. 86 .30 
PORES nde itsstcsanenctancce .12 1.76 2. 92 ~. 1.95 -2 


Organization witnesses declared the increasingly adverse differen- 
tials against conductors and brakemen (whose wage is closely related 
to that of the conductor) accelerated in recent years by the almost 
complete dieselization of railway motive power create a grave in- 
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equity against conductors and brakemen. They predict it will grow 
worse as engine power increases unless there is such a correction as 
they propose. 

President Hucues. It was not until the latest revolution in railway opera- 
tions, marked by great increases in motive power and by much longer and heavier 
trains, that the traditional wage relationships was upset. When that last 
great change occurred, beginning in the late thirties, engineers and firemen 
sought and in 1943 obtained a fundamental change in their graduated wage 
scale. That change, without modifying the basic minimum rates, provided sub- 
stantial increases whenever the heavier power was used by any carrier. 

The technological change in railway operations, continuing since that date, 
has seen the almost complete dieselization of the railway system. Engineers 
and firemen, when working on combinations of these diesel locomotive units, 
and normally pulling longer and heavier trains than the enginemen of twenty 
years ago would have thought possible, are paid higher wages. 

The railway conductor on those same trains, with the same responsibility as 
he has always had—now greatiy increased as the train weight and length has 
grown—has received no recognition whatever for that increased duty and 
responsibility. (Tr. 327.) 

Specific illustrations were given of this alleged inequity. For ex- 
ample, Conductor W. R. Lawson on the Raleigh-Charlotte run in 
through freight service on the Seaboard Air Line Railroad was paid 
in October 1953, $542.27, while the fireman on the same run made 
$601.53, and the engineer, $686.30. Had the former graduation table 
prevailed the fireman would have been paid $506.59, and the engineer 
$620.09. Thus as a result of the 1943 extension of the graduation 
table Conductor Lawson found that whereas before he had earned 
$35 a month more than the fireman, afterwards he was making $50 
a month less; and the excess of the engineer’s pay over the conductor’s 
was increased by $66. (Employees’ Ex. 9, Tr. 3184-5.) 

The resentment is the more acute because the road crew operates 
as a team. They work on the same train, cover the same distance in 
the same period of time. The output of transportation service is the 
result of their joint efforts. The close association of the road crews 
and their definite demarcation from other railroad employees make 
them a unit in which wage relationships among the several crafts 
are of vital and sensitive importance. The adoption of a graduated 
rate of pay table based on weight on drivers of locomotives will 
remove the inequity and restore traditional wage relationships. (Tr. 
344-351.) 


President Hueues. I want to make it abundantly clear that it is impossible 
for me to overstate the concern of our men with respect to the issue of a gradu- 
ated rate of pay. Never in my experience as a representative of conductors and 
brakemen have I witnessed a rank and file reaction such as is prevalent in this 
dispute. Road conductors and road brakemen have insisted that this issue 
must be settled before harmonious labor relations can exist on the railroads 
of this country. (Tr. 329.) 
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Particular protest was made against the displacement of the con- 
ductor on the traditional ladder of compensation. Whereas tradi- 
tionally pay levels moved upward from brakeman to fireman, to con- 
ductor, to engineer, now in through freight service the fireman is 
ahead of the conductor on average basic daily rate of pay. (Tr. 326, 
328, 505.) 

The Organization disclaimed any desire to have the conductor’s rate 
of pay exceed that of the engineer, and granted that some adjustment 
of the proposed schedule would be required to prevent the pay of 
brakemen from exceeding that of firemen. (Tr. 346, 499.) 


(2) Added Length of Trains Justifies Graduated Pay Scale for Train Service 
Employees 


The steady increase in locomotive power has resulted in the 
lengthening of trains. Longer trains increase the work and responsi- 
bility of members of the train crew. Failure to pay additional com- 
pensation for the added work load constitutes another inequity to 
train service workers. (Employee’s Ex. 4.) 

E. L. Ontver. In this situation the inequity from the standpoint of the con- 
ductors is a real one, and a serious one-—that employees are being required now 
to operate much longer trains under much more difficult conditions at the same 
Wage as the men who are handling trains of formerly standard length, and among 
the conductors that is an inequity; it becomes an inequity partly because the 
principle of a graduated wage scale has not only been recognized but has been 
extended. (Tr. 294.) 

I should say that that is the central point of the inequity. It is that the con- 
ductor is not paid for a much greater effort involved in the much longer trains 
that can now be operated under the new power conditions and are operated, that 
inequity as regards the internal situation even is intensified by the fact that these 
men know the principle of the graduated wage scale has been accepted. (Tr. 295.) 

The increase in work, responsibility, and hazard of members of the 
train service crew in the operation of longer trains was described by 
seven witnesses for the Organization who are presently employed as 
conductors or brakemen. The following summarizes the testimony 
on this point: 

(a) Additional clerical work for writing up wheel and other re- 
ports. Each car must be listed by name, number, contents, origin 
and destination. Pickups, setouts and bad order cars must be 
reported. 

(6) More cars increase the danger of mechanical failures such as 
hotboxes, break-in-twos, knuckle breaks, dropped brakebars and draw- 
bars, which call for prompt attention of train crew. 

(c) More labor in inspection, particularly walking inspection. 

(d) Greater difficulty in train observation for running inspection. 
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(e) Communication and signalling between men at opposite ends 
of train are more difficult. 

(f) Greater care required in stopping train by operation of valve in 
caboose. 

(g) Increase in hazards to train crew; greater chance for accidents 
with long trains resulting in serious injury at times to members of 
train crew. 

Particular stress was laid on the danger to trainmen from slack 
action. Conductors testified that it increased with the length of 
the train and was a serious hazard. Statistics were introduced 
showing that accidents to trainmen have increased rapidly in recent 
years, coincident with the increase in train length. (Employees’ Ex. 
13, p. 5; 15, p. 47.) 

(kh) More cars to supervise as to doors, seals, contents and special 
treatment for special cargoes. 

(¢) Greater responsibility; more people on long passenger trains. 
Property value of cars and contents greatly increased with longer 
freight trains. Pressure for making fast schedules add to anxiety 
of train crew for satisfactory performance of duty. (Employees’ 
Ex. 17, pp. 70, 76, 96; 13, pp. 1-7; 15, pp. 47-52; 30, pp. 162, 180; Tr. 
623-758.) 

(3) Role of the Conductor 


The conductor is the superior officer on the train. All persons 
employed on the train are subject to his instructions. He is held 
responsible not only for knowledge of the rules covering his par- 
ticular duties, but also for knowledge of the rules governing the duties 
of all other members of the operating crew; and it is his responsi- 
bility to see that they properly discharge their duties. The conductor 
must take charge in any emergency. He is the railroad employee 
in direct contact with the general public in both passenger and freight 
service. (Employees’ Ex. 17, p. 59; 19; Carriers’ Ex. 30; Tr. 319- 
321; 586-7; 623-40; 730-763.) 

The responsibility of the conductor to Carriers and to the public 
increases with his handling of heavier and longer trains at higher 
rates of speed. He is under greater nervous strain as he realizes that 
the safety of more persons and the protection of more valuable cargo 
in freight service depend in large degree on his vigilance and exercise 
of authority. The Organization insists that he should be compen- 
sated therefor on a graduated scale. 


(4) Injury to Morale of Employees Also Calls for Removal of Inequity 


Failure of the Carriers to give equitable treatment in pay of all 
road service employees has greatly impaired the morale of the train 


a+ rmstantichearegeanosteatin initapose 


Ail tanh ei 








1570 PROBLEMS OF THE RAILROADS 
18 


service crafts. They feel they have been discriminated against. This 
in turn damages the Carriers in their public relations. 


President Hueues. I do not think it need be emphasized to this Board that 
railroad men working close to each other and as members of a train operating 
crew over a period of many years would be acutely conscious of their respective 
wage relationships. They would not be human or normal if they did not imme- 
diately resent any large distortion in their wage position in respect to each 
other. They would not be human or normal if acute unrest did not immediately 
develop in consequence of any substantial distortion of a long-standing wage 
relationship. (Tr. 325-6.) 

Mr. O.tver. But this one change which the carrier made in 1944, 1943-44 move- 
ment, resulted in so wide a gap opening up, that the discontent had begun and 
was already considerable, became actually, as you know from the history of this 
dispute, explosive, I think it would have been part of wise personnel management 
not to allow that to become explosive, particularly because you have here a group 
that is so much in contact with the public. They are not only the controlling 
group in the train crew, but they are the very large part of the contact of this 
industry with the public. The railroads should have gone, I think, a long way 
to avoid building that sense of injustice. (Tr. 1111.) 


(5) Train Crew Should Share in Increased Productivity 


The following statistics taken from Employees’ Ex. 10, pp. 8, 11, 
show how the pay load of trains—tonnage and passengers carried— 
has paralleled the increase in locomotive power and length of train. 


TABLE 8.— Changes in engine power (bracket closest to average of basic daily rates 
paid engineer) 


[In thousands of pounds] 


Through ee and | Number| Gross — >| Cars in | Number 
Year freight freight cars in | tons per po train | Passen- 
service 8 train train passenger rs gers 
service service 

ee ene 200-250 140-170 37.5 1, 464 | 140-170 6.4 64.9 
Geienenmhaseneenarcntac 300-350 200-250 51.8 2, 277 200-250 9.15 125. 5 
cen ceucomae adtien 400-450 250-300 56. 8 2, 534 300-350 9. 78 92.3 
ee iene. co...caca.. 2 600-650 | 350-400 65.4} 2934] 450-500} 10.34 100. 2 


The graduated rate of pay schedule permits the engineer and fireman 
to share in the increase in output of the longer trains pulled by heavier 
power. Members of the train service crew insist they are entitled to 
similar consideration. E. L. Oliver for the Organization testified 
that in recent years, at least, the engine crewmen: 

* * * based their requests principally on the matter of increasing output and 
the increasing responsibility going with the increased output. (Tr. 223.) 

The operation of a train over the road is a joint effort of all the 
crafts in road service. Mr. Oliver testified : 


Their product, whatever it may be, is a joint product, and you cannot separate 
out what proportion of that total product is due to the work of the conductor, 








} 
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what proportion is due to the work of the engineer. It is a joint, single, combined 
product. (Tr. 1106.) 


(6) Graduated Rate of Pay Tables Based on Weight on Drivers of Locomotives 
Are Proper for- Train Service Employees 


Adoption of the weight on drivers formula for graduation of pay 
rates of train crews is urged on the ground that it is presently in use, 
is known and understood, and is easily computed. 

The weight on drivers formula, being the accurate index of the 
power of the locomotive, is a reliable index of train length because on 
the average train length increases with heavier power. Since the job 
content, responsibility and productivity of train crews vary directly 
with train length, the use of the weight on drivers table is practical 
for graduating the compensation of train service employees. 

The establishment of the weight on drivers formula for train serv- 
ice employees would remove the existing inequity which they suffer, 
restore and preserve traditional wage relationships with the engine 
service employees, 

No alternative that has been suggested is as accurate and as practical 
and suitable as the one proposed. 


(7) Answers to Carrier Objections 


(a) The so-called pattern settlement limiting wage adjustments 
to uniform treatment of all classes of employees would deny, in the 
view of the Carriers, special concessions to one group or craft on the 
ground that it would upset the wage structure of the entire industry, 
and would restrict correction of inequities to those generally recognized 
as such throughout the industry. (Argument of Counsel Hickman, 
for the Carriers, Tr. 3259-3283. ) 

The Organization’s position is that the extension of the graduated 
rate of pay tables for engineers and firemen in 1943-45 was a special 
concession which made a breach in the pattern principle and created 
an inequity which calls for immediate correction. Witness E. L. 
Oliver cited instances where special adjustments in pay and other 
rules were made independent of so-called pattern settlements. (Em- 
ployees’ Ex. 4, pp. 28-38 ; Tr. 190-231). 

(5) Percentage differentials. 

Percentage comparisons of average basic daily rates of pay and 
other earnings are irrelevant in this proceeding for the reason that 
wage progressions in the railway industry have been almost uniformly 
by the dollars-and-cents method and not by percentages. Tr. 337-8; 
2893-2900.) 

(c) Annual earnings are not a fair and accurate basis of comparison 
of wages of train service and engine service employees. They reflect 
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other factors, particularly the hours and miles paid for. As a rule, 
members of the train crew work more hours and run more miles in a 
month or year than do the engine crew, so they are producing more 
transportation for which they are compensated under prevailing pay 
rules. 

President HucHues. The average mileage, I believe, of our conductors, as I 
know the record, indicates that the total mileage that they make is in excess 
of the total mileage made by enginemen, which means they have run more miles ; 
they have delivered more transportation each month, and we don’t believe they 
should be penalized because their take-home pay has been maintained by more 
work, in relationship with the engineer; so using the average rates, I believe 
we have a more fair basis for determining the relationship between the con- 
ductor and his engineer. (Tr. 507.) 

Comparisons of total number of hours paid for show that in 1953 
conductors in passenger service received pay for 3,469 hours and en- 
gineers for 2,905 hours, the excess for the former being 564 hours. 

In freight service in 1953 conductors were paid for 3,456 hours, 
which was 302 hours more than for engineers. On a mileage basis 
comparisons show that in 1953 conductors were paid for 14,538 miles 
in excess of engineers in passenger service and were paid for 3,316 
miles more than engineers in freight service. (Employees’ Ex. 15, 
pp. 5-6; Tr. 2891-2.) 

(d) Inability to Pay Increases. 

Carriers plead inability to pay the increased wages that would 
follow the adoption of the proposed graduated rate of pay table for 
train service employees. This is not a relevant issue because what is 
proposed is a correction of an existing wage inequity. Moreover, 
testimony of the Organization’s witness, Winfield M. Homer, econo- 
mist, was to the effect that the basic capital structure of the railroad 
industry is sound; that earnings have been at high levels—the highest 
in history in 1953—with a total net income for Class I Carriers of 
$903,227 ,000. 

He further testified that the decline in traffic, revenues and net earn- 
ings in 1954 had proved only temporary and that a recovery was 
under way in 1955. (Employees’ Ex. 14, pp. 4-30; and 17, pp. 107-8; 
Tr. 2320-2323 ; 2864-2883.) 


V. POSITION OF CARRIERS 


It is the position of the Carriers concerning the proposals of the 
Organization : 

(a) That no inequity exists in the pay relationship of train service 
and engine service employees. 

(6) That a graduated rate of pay based on weight on drivers of 
locomotives is not suitable for train and yard service employees. 
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(1) No Inequity Exists 





Carriers deny that the disparity in average basic daily rates of pay 
among train service and engine service employees constitutes any in- 
equity. Pay structures have been built over the years to compensate 
properly each classification of employees in accordance with the skill, 
effort, and responsibility required of each. Use of the graduated rate 
of pay tables based on weight on drivers in the pay structure of the 
engine crew derivers from the special and peculiar duties of the 
engineer and fireman which are wholly unrelated to the duties and 
responsibilities of train service workers. Both groups have enjoyed iq 
the same general wage increases over the years. 

(a) Comparisons of Wages. 

Carriers contend that the Organization errs in confining its com- 
parisons almost exclusively to average basic daily rates of pay. Car- 
riers submit that comparisons of percentage differentials, average 
hourly earnings for hours worked and annual earnings should also 
be made. These comparisons, say Carriers, show much more favorable 
wage relationships between train and engine service employees than 
does the Organization’s Exhibit 11. 

There is no traditional ladder of compensation among road operat- 
ing employees, in opinion of Carriers. As early as 1915 firemen on 
the heaviest locomotives had a higher average basic daily rate of pay 
than did the conductors. By 1922 on the heavier locomotives the 
spread in favor of firemen over conductors had increased. (Carriers’ 
Exs. 20, 21.) 

In this connection the Carriers show that the average earnings of 
road conductors per month and per hour worked exceed those of all 
other classes of railroad employees other than those of engineers and 
the higher officials of the railroad company. The average earnings 
of road conductors are nearly $600 per month and road brakemen 
average $475 per month. Passenger service employees work only 36 
hours per week, while through freight train service employees work 
only 29 hours per week. It is also urged that constructive allowances 
account for 10 to 20 percent of the total earnings of train service 
employees. 

Passenger service conductors are paid $3.84 per hour actually 
worked. Through freight service conductors are paid $3.72 per hour 
actually worked, while brakemen, flagmen, and baggagemen in pas- 
senger and through freight service are paid from $3.29 to $3.57 per 
hour, moreover, train service employees have received greater in- 
creases in earnings than the increases in earnings in most other classes 
of railroad employees. 

The Organization fails to make any comparison of the wage rates 
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and earnings of train service employees and employee groups other 
than the engine crew. Carriers urge that they are relevant and offer 
such comparisons in Carriers’ Ex. 18, p. 14, which show: 

The average annual earnings—“take home pay”—of conductors in 
1953 was $6,237. Those earnings exceeded the average annual earnings 
of all but five other classes of supervisory employees with earnings of 
over $2,000. These were the classes of dispatchers and yardmasters. 
Of the 1,073,529 railroad employees only approximately 47,571 (4.43 
percent) receive average monthly compensation in excess of that of 
conductors. (Carriers’ Brief, p. 61.) 

(5) Principle of the Differential. 

The Carriers dispute the “principle of the differential” as advanced 
by the Organization. This would require the restoration of exact 
money wage relationships among engine and train crafts as existed 
in 1922. This, say Carriers, assumes that the original relationships 
were fair, and that no changes have occurred subsequently in the 
relative skill and work requirements of the job. (Tr. 506-508; 528; 
538.) Carriers submit that there are some 15,000 wage relationships 
within the railroad industry ; and it is both impractical and unfair to 
select particular groupings for rigid association. Special changes 
cannot be made, as here proposed, without upsetting the whole com- 
plex pattern of wage relationships. H. E. Greer, statistician, testify- 
ing for the Carriers, said : 

Well, I think that to make any lasting settlement of a dispute involving 
differentials, you are going to have to make a major operation, and we can’t 
do it in steps or pieces. (Tr. 1536.) 

In the list of seven factors to consider in determining fair wages as 
set forth in Section 307 (d) of the Transportation Act of 1920— 
inequalities of increases in wages or treatment”—is only one, the 
seventh (Carriers’ Ex. 14, p. 1); and its weight was sharply dis- 
counted by the testimony of L. E. Sheppard, when he was president 
of the ORC, before the U. S. Railway Labor Board in 1922. (Carriers’ 
Ex. 14, p. 4; Tr. 1403-4.) 

Carriers also insist that differentials should be altered only for 
compelling reasons generally accepted throughout the industry. 

(c) Proposal Would Create New Inequities. 

The proposal of the Organization, in the opinion of the Carriers, 
would create new and serious inequities if it were adopted. It would 
create distortions with respect to yard crafts. (Carriers’ Ex. 14, p. 8.) 
It would give conductors in through freight service greater weekly, 
monthly and annual earnings than engineers; and earnings of brake- 
men would exceed those of firemen. (/bid., p.3.) Moreover, it would 
give the highest increases to the train service workers who have the 
easiest jobs and work the shortest number of hours—those in through 
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freight service, because trains drawn by heaviest power work in that 
service. It is the shorter trains in local and way freight service which 
impose the heavier work load on engine and service crews, as is 
proven by the fact that these workers have the highest mileage rate 
of pay of any of the classes of service. 

Wage comparisons are not dependable unless they take into consid- 
eration all of the pay rules of a given craft. Each has its own struc- 
ture. For example, the basic day of the engine crew in passenger 
service is 100 miles or less; of the train crew 150 miles or less. Train 
service employees in passenger service enjoy daily and monthly wage 
guarantees which the engine crew do not have. In all classes of serv- 
ice, the engine crew works under a monthly mileage limitation whereas 
train service crews either have none or a higher limitation. Con- 
structive allowances differ with each craft. (Carriers’ Ex. 10, 12; 
Tr. 1373-97.) 

The Carriers allege that the Organization would seize a pay rule 
out of the wage structure of the engine crew for the benefit of its 
members, regardless of the fact that the wage structures of each have 
been developed out of the long history of the industry. Every wage 
board or official agency since 1913 which has reviewed the wage struc- 
ture of operating crafts has confirmed the principle of a graduated rate 
schedule based on power of the locomotive for engineers and firemen ; 
and everyone has confirmed the principle of a single rate of pay for 
train service employees. Emergency Board No. 81 rejected the pro- 
posal of this Organization and the Brotherhood of Railroad Trainmen 
for establishment of this graduation schedule, and the BRT, which 
represents a larger proportion of train service employees, is no longer 
associated in this demand. (Carriers’ Exs, 4, 10, 11, 12, 38, 39.) 


(2) Weight on Drivers Bears No Close Relationship to the Length of Trains 


Carriers deny that there is any close relationship of weight on driv- 
ers of the locomotive and the length of the train, and thus declare 
that the major premise of the conductors’ case is false. It is admitted 
that there is a “loose relationship” which may be observable on a 
single division or district, but no consistent relation for the railroads 
of the country. Carriers state that the increase in average length of 
trains has been continuous since the beginning of the industry. Many 
factors other than power have contributed to this progress: Reduction 
in grades, elimination or reduction of curves, improvement of equip- 
ment, extension of sidings, rebuilding of yards, improvement in loco- 
motive design; and more recently elimination of many branch lines 
formerly served by short trains, dropping or consolidation of short 
trains. 

Factors other than loading an engine to capacity affect decisions as 
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to train length and use of given locomotives on particular trains. 
Among them are: Necessity of maintaining high speed to meet com- 
petition; availability of tonnage, weather conditions; availability of 
diesel units; movement of diesel locomotives in long cycles in which 
the consist of the train may vary widely; shifting of units to maintain 
balance of motive power. 

Carriers put great emphasis on the speed factor: Diesel units are 
added to provide ample power to enable trains to maintain fast sched- 
ules. Competition of motor vehicles and airplanes forces railroads to 
use every possible means to reduce time in train movement. 

John M. Budd, President of the Great Northern Railway Company, 
testified (Tr. 2643) : 


There was a decided change in the design of locomotives at the time. The 
older locomotive had been built more to handle tonnage at lower speeds. It was 
necessary to design engines that would handle trains at the higher speed, and 
the fundamental change in the design of the locomotive during this period, and 
it was somewhat gradual, was to increase the size of the firebox and permit the 
locomotive to burn more fuel and to generate more steam so that instead of 
having to reduce the length of your train in order to make the time across the 
road, the train could maintain its full tonnage and still make the higher speeds. 


(3) Job Content Unaffected by Weight on Drivers or Train Length 


Carriers reject the argument of the Organization that weight on 
drivers or length of train is an index of a heavier work assignment for 
conductors and brakemen and flagmen. J. E. Alward, trainmaster, 
testifying for the Carriers, said (Tr. 1955) : 


Very few of the duties performed by train crews are affected in any manner 
by the size, power, or weight on drivers of the particular locomotive pulling the 
train. Most of the variations in job content which are in fact attributable to 
the increased size and power of modern locomotives, instead of making the work 
of the train crew harder, have materially lightened their work. 

Carrier witnesses testified that the duties of the conductor remain 
the same regardless of the length of the train. Such items as may be 
affected by train length are minor. Making out the wheel report is 
done increasingly by clerical employees, not the conductor. Through 
trains make no or few stops, so that walking inspection is less rather 
than more. Workers on through freights drawn by heavy power are 
largely relieved of switching, of dropping or picking up cars, of han- 
dling less than carload shipments. Carriers recognize that inspection 
of train while running is limited by visibility and employees are not 
held responsible for what they cannot see. Radio is now in use per- 
mitting communication between caboose and engine and between either 
and stations. 

Although train length has increased steadily the frequency of equip- 
ment failures which require attention of the train crew has declined. 
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Present practice calls for setting out a defective car on the nearest 
siding rather than hold up the train. 


A hotbox today seldom means anything more than making a simple setout. 
Moreover, they are infrequent. During my eleven years in road service, I would 
estimate that I had less than one hotbox per month. It certainly never occurred 
to me that I was being overworked by having to make an occasional setout that 
wasn’t called for on the switch list. (Tr. 2042.) 

Occasionally an air hose will break. This then stops the train and a member 
of the train crew must replace the broken hose. This is an easy job and does 
not require much time or effort, and I only had to replace an air hose about once 
every six months. 

Car body failure can be anything from a swinging door to collapse of the car 
frame itself, but the improvement in freight car construction has virtually 
eliminated serious car failures. (Tr. 2044.) 


Statistics offered by the Carriers show that railroads whose average 


train length was the highest reported an average casualty rate lower 
than those operating the shortest trains. 


TasLe 9.—Distribution of railroads by car-miles per train-mile and average 
casualty rate—train accidents and train-service accidents, year 1952 








Average 
Car-miles per train-mile—| Number of Car-miles train-mile— | Number of 
freight service railroads — freight service railroads — 
(1) (2) (1) (2) 
(3) (3) 

40 and under. ..-......--.. Ty Winds wrewesce geeks 8 6. 34 

Seth cdeownitann wine ops 15 8.28 || 80.1 and over_.......-.-...- 6 6. 48 
Pca scusdbessatcons 33 6. 92 
a ae ere 7.77 ae 121 7.41 


1 Number of casualties per million locomotive-miles and motor train-miles combined. Average casualty 
rate is the weighted average for trainmen (conductors, brakemen, engineers, firemen) of the railroads falling 
within each range of car-miles per train-mile. 


Source: I. C. C. Accident Bulletin No. 121, year 1952, Tables 97, 102, 103. Reports of Carriers to I. C. C.— 
Form O-8-A, Freight Train Performance. Carriers” Ex. 47, p. 2) 


Additional statistics were offered by Carriers to show a decrease in 
the relative number of casualties due to “slack” action. These sta- 
tistics showed the casualty rate per million locomotive-miles averaged 
1.42 in 1923-29; dropped to .058, 1930-40, during the depression when 
fewer trains were operating and were being handled by veteran work- 
ers; then rose to 0.91 in the war years, 1941-45; dropped to 0.82 in 
the postwar period, 1946-53. 

C. E. Alward testified (Tr. 2076-77-78-79) : 


Slack action has been a part of railroading ever since I have been familiar 
with the industry. I have never considered it to be a material hazard to me or 
any other member of a train crew. The so-called hazard from slack action can 
easily be avoided by the exercise of reasonable intelligence on the part of con- 
ductors and trainmen. In 99 cases out of 100 the men in the caboose know when 
to expect slack action and can brace themselves against it. The heaviest slack 
action comes at slow speeds and usually while making starts and stops. A poor 
engineer who does not know how to handle his train can give you just as bad 2 
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jerk on a short train as he can on a long one. On the other hand, a good train 
handler can start and stop his train and you will hardly notice it in the caboose. 

It is also urged that the work of train service employees in all classes 
of service tends to become easier as weight on drivers and train length 
increase for the reason diesel locomotives are cleaner and more com- 
fortable to ride. They make less frequent stops for fuel and water, 
decrease time on the road, raise their pay per hour on duty, eliminate 
helper services on grades and less physical effort is required when 
switches are automatically controlled by the dispatcher under cen- 
tralized train control. 

Carriers submit that the second premise of the Organization’s case— 
that longer trains accompanying heavier power add to workload of 
train service employees—is not sustained by the facts. 


(4) Productivity 


Carriers deny that the concept of employee sharing in productivity 
as advanced by the Organization’s economist in this proceeding is 
valid. This theory is simply that since long trains haul more pay- 
load the crews operating them should get more money. Carriers state 
that if the productivity of an employee increases through greater skill 
or effort on his part he should be paid for such increased skill or effort, 
but not when the increase in productivity does not arise from such 
such employee contributions. 

J. E. Wolfe, railroad official, testifying on this subject, stated that: 

* * * even those economists who accept “productivity” as a wage factor are 
generally in agreement that the productivity of individuals or groups is of no 
significance and that the only “productivity” increases which have significance 
in wage determinations are the increases in productivity of the econcmy as a 
whole, (Tr. 2699.) 

Witness Wolfe credited the increases in productivity of the railroad 
industry “to enormous capital expenditures for technological improve- 
ments.” (Ibid.) These include expenditures for new equipment, for 
reduction of grades and curvatures, shortening of lines, improvement 
of tracks and yards, new signal installations. (Tr. 2699-2704.) He 
testified also that “the productivity of the employees involved in the 
present demand has increased less than the productivity of other em- 
ployees of the railroads.” (Tr. 2723; Carriers’ Ex. 46, pp. 28-82.) 


(5) Pattern Settlements 


Carriers contend that approval of the Organization’s proposal would 
violate the principle, indispensable in railroad operation, of making 
“fair, uniform, and nondiscriminatory settlements” between the rail- 
roads and all classes of its workers. (Tr. 3265.) Statistics were pre- 
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sented showing that the general wage increases of both operating and 
nonoperating employees had been virtually identical in the period 
since 1937, save for the adjustment due to giving yard employees the 
option of the 40-hour week. (Carriers’ Ex. 33; p. 67.) 

While worker pressures are for nationwide wage uniformity, indi- 
vidual organizations seek to gain advantage for their members through 
special appeals, frequently on the basis of alleged inequities. These, 
if granted, would result in chaos in the railroad industry. (Tr. 2300.) 

Daniel P. Loomis, Chairman of the Carriers’ Conference Commit- 
tees, testified : 

History demonstrates that pattern settlements are necessary and inevitable in 
the railway industry. Railway labor disputes cannot be disposed of on a lasting 
and effective basis unless uniform and nondiscriminatory treatment is accorded 
to all classes and crafts involved. * * * Adoption at this time of the proposed 
graduated rates of pay for train and yard service employees would almost 
certainly destroy the uniform and nondiscriminatory pattern of settlement that 
has brought the 1953-54 operating employees’ wage movement to a conclusion. 
(Tr. 2301-2.) 

It is thus the Carriers’ position that when a substantial body of carrier em- 
ployees has agreed upon a uniform settlement of demands for wage adjustments, 
any organizations or groups of employees that ask for benefits greater than or in 
addition to those provided by the pattern settlement must be prepared to show 
convincing and controlling reasons why such favored treatment should be granted. 
And in determining what are convincing and controlling reasons, the parties to 
the dispute or any board charged with the responsibility of determining the 
merits of the demands must give due consideration to the new inequities that may 
result from granting favored treatment—must give due consideration to the 
possible disruption of the industry’s entire labor relations and to the harm that 
may come to the industry, as a result of a departure from the pattern. In 
attempting to correct an alleged or supposed inequity care must be exercised to 
avoid a remedy that may be worse than the disease. (Tr. 2176-6.) 


(6) Financial Condition and Prospects of the Railroads 


Carriers urge that the financial condition and prospects of the rail- 
roads are recognized as valid factors in all disputes involving wages of 
employees. A strong and healthy railroad industry, essential in peace 
and even more so in time of war cannot be maintained simply by in- 
creasing freight rates or passenger fares because of resulting loss of 
traffic. 

(a) Competition in the transportation field is intense and increas- 
ing. Statistics were offered showing that since the war years of 
1942-45 the tonnage on railroads expressed in ton-miles has declined 
while that of motortrucks, oil pipelines and inland water carriers has 
increased. The percentage distribution for intercity freight traffic 
shared by the railroads has decreased from 75 percent in 1930 to 52.4 
percent in 1953. (Carriers’ Ex. 37, pp. 1-2.) Railroads also have been 
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losing high rate traffic, such as livestock, poultry, dairy products, fresh 
fruits and vegetables, as well as much of their former heavy coal 
volume. (Carriers’ Ex. 37; pp. 5-16.) 

Intercity passenger traffic has in large measure shifted from the 
rails to privately owned motorcars, motor buses and air carriers. The 
percentage share of railroads in commercial intercity passenger traffic 
has decreased from 68.5 percent in 1930 to 46.4 percent in 1953. (Car- 
riers’ Ex. 37, p. 18.) 

To meet this competition Carriers report they have been forced to 
make heavy capital outlays on track and equipment, that earnings must 
be sustained to maintain the credit of the railroads and enable them 
to perform their necessary function. John M. Budd, President of the 
Great Northern Railway, testified (Tr. 2504) that railroads can pro- 
vide the public with efficient, low-cost transportation service and em- 
ployees with job security “only if a sound and solvent financial struc- 
ture is maintained.” 

(6) Earnings of Class One Carriers. 

Whereas in the period 1925-29 Carriers realized a return of 5.11 
percent on their net investment, in none of the postwar years has that 
percentage been attained. The rate of return in recent years is re- 
ported as follows in Carriers’ Ex. 35, p. 2: 








TABLE 10 
Return Return Return Return 
Year on net on ICC Year on net on ICC 
investment} valuation investment} valuation 
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This rate of return does not make allowance for income tax defer- 
rals arising from amortization of defense projects, which will have 
to be met in future years. Carriers contend that these earnings are 
insufficient to yield a fair return to investors and insure a flow of new 
capital required for essential progress in the transportation industry. 
To clinch this point Carriers quoted the words of the Interstate Com- 
merce Commission : 


Judged by any standard * * * the rates of return earned or prospectively to 
be earned by the railroads * * * are substandard. (Carriers’ Ex. 35, p. 52.) 

(ce) Adoption of Proposal Would Endanger Financial Position of 
Carriers. 

Carriers state that labor costs now approximate 50 percent of total 
operating revenues and 62 percent of total operating expenses. If 
this demand of the Organization is granted the cost to the railroads 
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would be nearly $12 million, and if extended to other train employees 
the annual wage bill would be increased by more than $62 million. 
(Carriers’ Ex. 35, p. 27; Tr. 2482.) If this increase was extended to 
all employees as might be the consequence, the Carriers would be con- 
fronted with a gross wage increase of some $250 million, or one-fourth 
of the total net income for 1953, one of the most prosperous years for 
the Carriers in recent history, although it yielded a return on net 
investment of only 4.19 percent. 

Carriers contend it is not in the interest of the railroads, of the 
workers themselves, or of the public served by both to authorize wage 
structure changes which might endanger the financial health of the 
Carriers. 


(7) A Graduated Rate of Pay Based on Weight on Drivers Is Not Suitable for 
Train and Yard Service Employees 


It is the position of the Carriers that the type and amount of work 
performed on the average run by a conductor in through freight serv- 
ice has little or no relation to the weight on drivers of the locomotive 
as the skill, effort, responsibility, and hazards required of train serv- 
ice employees vary inversely with the weight on drivers of the loco- 
motive behind which they work. The reason for this is that heavier 
locomotives get their trains over the road faster and enable the em- 
ployees assigned to these trains to earn their day’s pay in a lesser 
period of time; that the only real work required of train crews en 
route is that involved in picking up and setting out cars and doing 
station switching, which is usually assigned to local and way freight 
service (Alward, Tr. 2008) ; that heavier locomotives are not used in 
yard service; that jobs on the faster trains are the easiest jobs as es- 
tablished by the preference shown for the assignment by the employ- 
ees in the exercise of their seniority rights; that the proposal of the 
Organization would create an opposite wage distortion. 

It is also urged that the compensation of each class of employees 
should be determined by the characteristics of each job classification 
and should not be related rigidly to the wage scale of an altogether 
different craft. The fact that enginemen are paid graduated rates 
based upon weight on drivers is not any evidence that such a basis of 
pay should be allowed to conductors and brakemen, as differences 
in the rules governing compensation of these various classes reflect 
and are based upon the differences in their work and working 
conditions. 

The graduated basis of pay was established to compensate engine- 
men for variations in the physical labor and responsibilities required 
of these employees on varying sizes and weights. 

The physical labor and responsibilities of conductors and brakemen 
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are wholly different from the enginemen, hence a graduated rate of 
pay has no application to conductors and brakemen. The reason for 
the difference in basis of pay is that the work of enginemen requires 
more constant attention and greater alertness and involves more strain 
than the work of train service employees. Moreover, enginemen have 
mechanical and driving duties requiring special skills that are not 
required of train service employees and such duties increase as the 
number of units included in the locomotive are increased. (Tr. 


1377.) 
VI. DISCUSSION OF THE BOARD 


The Board has organized its discussion under two major headings. 
The first develops certain general conclusions regarding the wage rate 
structure of the operating classifications as a whole, and the second 
part is concerned more narrowly with the proposal for graduated 
rates of pay based upon weight on drivers as presented by the Or- 
ganization. A recommendation follows from each part of the dis- 
cussion. 


A. The Wage Rate Structure of Operating Classifications 


(1) The proposal of the Organization in this proceeding is a reflec- 
tion of one of the major problems of the industry: the establishment 
and maintenance of an equitable and economically sound wage rate 
structure for the railroad industry as a whole. The contentions in 
this case concern a single feature of the total wage structure. We are 
asked to add a new element in the pay rules of certain employees who 
are part of a complex and highly interrelated wage structure. Weare 
presented with a major problem only a small part of which lies above 
the surface. This Board starts its discussion from the view that the 
wage rate structure of the railroads, or at least of the operating classi- 
fications, must be viewed as a highly integrated whole and each part 
related to that whole. (Tr. 2313, 2332.) 

(2) The operating classifications in the railroad industry constitute 
a relatively self-contained group, at least for the purpose of wage rate 
administration and comparison. While it is probably true that every 
wage rate in the whole country, in at least some small degree, is influ- 
enced by every other rate, there are significant differences in the degree 
of influence. The wages of operating employees on the railroads are 
certainly not independent of nonoperating wages for purposes of gen- 
eral wage changes. Nonetheless, the wage structure of operating em- 
ployees for the present purposes constitutes a relatively self-contained 
entity. 

The operating employees are engaged in train and engine service 
and are charged with the direct responsibility for the movement of 











PROBLEMS OF THE RAILROADS 1583 
31 


trains. There were 248,504 operating employees reported for the sec- 
ond quarter of 1954, 22.75 percent of the total of 1,092,364 railroad 
employees. (Employee’s Ex. 15, pp. 1-4; Carriers’ Exs. 8, 11; Tr. 
1229, 1359.) The operating employees are represented by five major 
labor organizations: Brotherhood of Railroad Trainmen; Brother- 
hood of Locomotive Firemen and Enginemen; Brotherhood of Loco- 
motive Engineers; Order of Railway Conductors and Brakemen; and 
the Switchmen’s Union of North America. 

(3) Every wage rate, differential, element of compensation, and pay 
rule for an operating classification appears to have a close relationship 
to the wage structure of other operating classifications. Operating 
employees work in close proximity, frequently away from continuing 
supervision ; the road crews are paid on a mileage basis; under the sen- 
iority and promotion rules the same employee may work from day to 
day in different classifications and in different types of service; em- 
ployees hold membership in unions with overlapping jurisdiction. 
The result is that all operating employees are particularly sensitive to 
changes in the wage structure of other operating employees. (Car- 
riers’ Ex. 33, pp. 16-22; Tr. 2180-90). Labor costs of competing car- 
riers are likewise sensitive to differential pay rules. 

(4) One consequence of this highly interdependent wage structure 
for operating classifications is that the attempt to change one rate or 
pay rule may generate more trouble and dissatisfaction than it cures. 
(Tr. 2364.) 

Piecemeal adjustments in the wage rate structure tend to generate 
a succession of attempts for further modifications and patches on the 
rate structure. Each of these attempted adjustments is cumbersome 
and time-consuming under the protracted processes of railway labor 
relations. Moreover, an initial change in wage rate relationships may 
not persist as subsequent movements restore the old relationship. A 
recognized need to change the wage structure may not eventuate as 
a consequence of conflicting piecemeal adjustments. An illustration is 
provided by the differential between rates for yard conductors and 
brakemen in the 1947-48 wage movement. (Carriers’ Ex. 33, pp. 
48-49.) 

(5) There has been no comprehensive review and revision of the 
wage structure in the railroad industry since the days of World War I. 
During the period of Federal control of the railroads from December 
26, 1917, until March 1, 1920, at the direction of W. G. McAdoo, Direc- 
tor-General of Railroads, the four-man Lane Commission reviewed the 
railroad wage rate structure and made recommendations which were 
adopted and placed into effect in General Order 27. 

The subsequent recommendations of the advisory Board of Rail- 
road Wages and Working Conditions, composed of labor and carrier 
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representatives (adopted as Supplements to General Order 27) con- 
stituted with the Lane Commission Report a thoroughgoing review, 
revision, and standardization of the railroad wage rate structure. 
(Employees’ Ex. 3, pp. 3-6; 20, p. 3; Carriers’ Ex. 38, pp. 56-66; 
39, pp. 110-97.) 

Perhaps the work of the Railroad Labor Board in determining 
the wage structure through decisions in 1920 and 1921 should also 
becited. But, certainly, no general review in wage structure has since 
been made. Indeed, no comprehensive surveys or reports on wage 
structure problems have been made since the distinguished Report 
of the United States Eight-Hour Commission (1917) (particularly 
Appendix VI by Professor William Z. Ripley), the studies of the 
Lane Commission and other government bodies in World War I. 
However, mention should be made of the study under the direction 
of Federal Coordinator of Transportation, Joseph B. Eastman, made 
by Dr. Otto S. Beyer in 1936, “A Survey of the Rules Governing 
Wage Payments in Railroad Train and Engine Service.” The fact 
that the railroad wage rate structure, for operating classifications, has 
received no comprehensive review for more than thirty years, and no 
systematic study for almost twenty years, alone suggests that it may 
well be obsolete and ill-designed for a modern railroad system. 

(6) It should not be inferred that the wage structure and earnings 
relationships have been unchanged over the period since World War 
I. There have been some few modifications in the wage rate structure 
for operating classifications, including the removal in 1944-45 of any 
ceiling on graduation and a corresponding extension of wage brackets 
for engineers and firemen, and the elimination at the same time of 
the Western differential for engineers and firemen and the increase 
in the rates for firemen on electric and oil-burning locomotives. (Tr. 
2327.) Changes in wage rate relationships have also arisen as a 
consequence of the variable introduction of the forty-hour workweek 
for certain classes. 

There have also been some significant changes in pay rules includ- 
ing arbitraries, as a consequence of agreements between the carriers 
and the labor organizations, and as a result of changes in the adminis- 
tration of rules arising from decisions of the adjustment boards. 

But despite an apparent relative equality of treatment of employees 
as a consequence of pattern settlements there have been substantial 
changes in average wage rate relationships and hourly and annual 
earnings relationships reflecting many technological developments 
in the industry, and the varying incidence of pay rules. In the past 
thirty years railway operations have undergone a whole variety of 
changes, of which the introduction of diesel power is only one of the 
most spectacular. Such changes have no doubt affected the actual 
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work performed by the operating classifications, and the time required 
to perform the mileage standard. These changes also have sub- 
stantially affected relative hourly earnings among classifications. 
The Carriers and different groups of employees no doubt differ as 
to the equity of these relative changes in earnings, but there can be 
no doubt that such differential changes have helped to create some 
feelings of injustice. (Employees’ Ex, 11; Carriers’ Ex. 18.) 

(7) There are pending at the present time, in addition to the pro- 
posal of the Order of Railway Conductors and Brakemen, a variety 
of proposals by other major operating unions designed to change the 
wage structure for operating classifications in some particular. The 
Brotherhood of Locomotive Engineers is seeking a restoration of 
the 1936 percentage relationship between engineers and firemen 
through a 2214-percent wage increase. The Brotherhood of Rail- 
road Trainmen has pending a series of demands including graduated 
rates of pay based upon train length, a limitation on train length, and 
wage rate changes for various classes of yardmen including an increase 
in the conductor-brakeman differential. The Brotherhood of Loco- 
motive Firemen and Enginemen has demanded certain minimum daily 
guarantees and an increase in the yard service fireman’s rate. (Car- 
riers’ Ex. 33, pp. 79-98 ; 34; Tr. 3276-80.) 

It is apparent from these pending demands that the major operating 
labor organizations regard the rate structure—as distinct from the 
level of wage rates—as unsatisfactory in at least some particulars. 
These demands all constitute an attempt to change the operating wage 
structure. 

As Arbitration Board 201 stated on March 1, 1955, in denying a 
proposal of the Switchmen’s Union of North America, to increase the 
differential between yard foremen and yard helpers: 

If (the differential relationships established under unified Federal control) 
have become outmoded, then it would seem that the industry would best be 
served not by individual effort for piecemeal adjustment but by cooperative 
effort toward reevaluation of differentials by all organizations representing 
couiparable classifications of employees. 

None of these cases is before this Board, and no remarks here are 
intended in any way to indicate any judgment on the merits of these 
or other pending proposals. (Tr. 2313.) 

(8) Comprehensive reviews and revisions of wage structures have 
become common in American industry in the past ten years. E. L. 
Oliver for the Organization stated : 

Most of the great industries in the United States have recast their wage 
structure fundamentally. * * * (Tr. 183.) 

Many of these modernizations of wage structure have come to be re- 
garded by both the affected unions and managements as a highly 
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constructive contribution to fewer grievances, to improved morale, and 
to better relations between the parties. The revisions in the basic 
steel, iron ore, textiles, aircraft, shipbuilding, and meat packing in- 
dustries are noteworthy. There are a number of individual companies 
and plants which likewise have rationalized their internal wage rate 
structures for both office and production employees. Indeed, the con- 
cern with simplification and modernization of internal wage struc- 
tures is one of the most significant developments of industrial rela- 
tions in the United States in the past decade. 

This comprehensive attention to wage structures has escaped the 
railway industry and the operating classifications which are of par- 
ticular concern here. Perhaps collective bargaining here has been 
preoccupied in view of the slow pace of settlements with more urgent 
problems including the adjustments in general wage changes to post- 
war inflation and with changes in the workweek and fringe benefits. 

Mr. Loomis for the Carriers stated : 

I would venture to say that I would like to see the whole railroad rate struc- 
ture examined in its entirety. * * * (Tr. 2372.) 

It is significant that agencies of Government (National War Labor 
Board) played a key role in getting under way the programs of in- 
ternal wage review in steel, textiles, shipbuilding, aircraft, and meat 
packing. The wage stabilization programs of World War IT and the 
Korean period further encouraged these developments. These agen- 
cies when confronted with disputes over particular issues of wage 
structure not infrequently developed a general program of review of 
the wage structure of the whole industry. Specific cases lead to gen- 
eral solutions. The only comprehensive review of the wage structure 
in railroads was likewise performed under government auspices in 
World War I. Thus far various governmental agencies concerned 
with railroad problems have not directed their attention to the long 
overdue modernization of the railroad wage structure. 

(9) In addition to comprehensive ordering of wage rates in Ameri- 
can industry, piece rate and incentive systems have likewise received 
widespread scrutiny and modernization in recent years. It is axio- 
matic that a piece rate or incentive system must be kept up to date, 
with changing conditions and technology, or it will develop serious 
inequities in earnings, and more important, it will then cease to pro- 
vide any genuine incentive for increased output which brings lower 
costs and higher earnings. The standards of a piecework system need 
review with changes in job content and operations. It is agreed that 
the mileage basis of pay is a form of piece rate method of compensa- 
tion. There has been no review of its incentive features for earnings 
or for labor costs. 
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(10) It is interesting to note in passing that a comprehensive re- 
view of the wage structure of the British railways has recently been 
undertaken. On December 16, 1953, the British Transport Commis- 
sion and the interested unions agreed in part as follows: 

The British Transport Commission are prepared to examine with the Trade 
Unions their whole wage and salary structure. The British Transport Com- 
mission contemplates that this examination would be completely exhaustive, 
without conditions of any kind. Its purposes would be to correct anomalies and 
give added incentives (including differentials) in desirable cases; and to investi- 
gate all standard rates of pay.* 

(11) The railroad industry plays a vital role in the operation of 
the economy in peace or war. For this reason the Carriers have 
stressed the importance of maintaining the railroads in a sound finan- 
cial position. The significant role of the industry in the economy also 
underscores the importance of sound industrial relations and a mod- 
ernized wage rate structure, specifically for operating classifications. 
It is the experience of American industry that the administration of 
a wage structure and incentive system is as significant for labor costs, 
and frequently more so, than changes in the general level of wage rates. 
It should be possible to revise the rate structure to increase daily and 
annual earnings of the employees and yet to reduce labor costs per 
ton-mile and per passenger-mile. A rationalized and modernized 
rate structure is essential to placing the railroad industry on a secure 
footing for peace or war. 

If the railroads are to maintain a strong place in the intense com- 
petition among transportation industries, their obsolete wage struc- 
ture must be carefully reviewed and revised. Many railroad opera- 
tions have been abandoned in recent years leaving the field to com- 
petitors and reducing employment opportunities in the railroads, A 
revised wage structure among types of operations might provide labor 
costs which would justify continuation of the service. Herein lies 
further grounds for a comprehensive review of the wage structure. 

(12) The Board has concluded that there is imperative need in this 
industry, and specifically in the operating classifications, for a thor- 
oughgoing review and modernization of the internal wage structure. 
Indeed, such a review and rationalization is long overdue. This con- 
clusion is not derived from an exhaustive wage survey. At this point 
we are not designating particular wage rate relationships or elements 
of the compensation system and pay rules that need attention, al- 
though some are quite obvious. The conclusion is based rather upon 
the general statistical materials presented in this case and upon the 


broad considerations outlined above. 


5 Final Report of a Court of Inquiry into a Dispute between the British Transport Com- 
mission and the National Union of Railwaymen, January 1955, Cmd. 9372. 
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The Board is aware that such a comprehensive review is not an easy 
task; it will require considerable time and energy. The railroads have 
unique problems. We are in sympathy with the Lane Commission 
when it said: 

To ask of a man, “What wages should you in justice receive?” is to ask 

perhaps the profoundest of all human questions. 
The task will challenge the leadership on both sides, and the capacity 
of the labor organizations to work together will be tested. Other 
industries with less experience in collective bargaining have met and 
solved these problems. There is every reason to believe that this 
industry can do as well. 

(13) It should be made clear that the term “wage structure” is used 
to denote the whole complex of wage rates, methods and bases of wage 
payments, rules governing the mileage basis of pay and overtime, 
graduated rates of pay, region and other differentials, and all other 
rules governing compensation. Frequently one party or the other 
has called for a review of particular rules. It is the comprehensive 
consideration of the whole structure which is required. 

In recent years there appears to be a tendency for some labor 
organizations among the operating classifications in considering the 
wage structure to emphasize the differentials among crafts or classi- 
fications. There are a great many other aspects of the wage structure 
in which the organizations and the Carriers have much in common. 
Thus, there are problems among classes of service, overtime rules and 
the pay rules providing for an effective incentive or mileage system 
of pay. These common interests in a modernized wage rate structure 
need to be stressed. The growing tendency within the labor move- 
ment generally to set aside rivalries in the larger interests, to settle 
jurisdictional disputes directly, and to work together may also prevail 
among the operating labor organizations. 

(14) For parties so experienced in collective bargaining it is not 
necessary to set forth the details or mechanics by which such a com- 
prehensive review and revision of the operating wage rate structure 
of the railroads should be accomplished. The Board has felt, however, 
that it might be helpful in the further exploration of this reeommenda- 
tion by all the interested parties and agencies for the Board to indicate 
some suggestions or guideposts which may merit consideration. Par- 
ticipation in the work of the commission should not in advance bind 
any party to accept the conclusions or recommendations of the com- 
mission, except by prior agreement. 

(a) A comprehensive review of the wage structure would require 
the establishment of a wage structure commission. It would be nec- 
essary that such a commission be composed of senior negotiators since 
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they are most familiar with the wage rate structure of the industry. 
The effective operation of the commission would, no doubt, also re- 
quire that there be selected several neutrals, with experience in col- 
lective bargaining, and wage structure problems, to be members of the 
commission. One of the neutrals should be Chairman. 

(o) A truly comprehensive review requires that the commission in- 
clude representatives from the three regional organizations of carriers 
and from all the major labor organizations of operating employees. 
It is essential to any comprehensive review and in keeping with long- 
standing precedent in this industry that all these interested and affected 
organizations be represented on such a commission. 

(c) Each segment of the commission would, no doubt, find it neces- 
sary to appoint a small group of technical experts familiar with rail- 
road wages and wage structure problems. All related Government 
agencies would be expected to provide the commission and its technical 
experts with all possible assistance and information. 

(d) The effective work of the commission would require that studies 
be initiated to secure all relevant information on the wage rate structure 
and earnings of the industry among operating classifications. A com- 
prehensive wage survey is independent of any particular proposal for 
revision of the rate structure and is essential to the consideration of 
such proposals. While such a survey should no doubt be planned by 
the technical experts, the commission should take responsibility for the 
study and should from time to time consider the problems and prog- 
ress of any survey. Any survey must be factual and designed to com- 
pile all data needed to appraisal proposals for the modification of the 
wage structure. 

(e) All elements and aspects of the wage structure should be re- 
viewed. In the language of the British agreement: 

This examination would be completely exhaustive without conditions of any 
kind. 

(f) The objective of the commission should be to propose for the 
consideration of Carriers and the labor organizations a revised and 
modernized wage rate structure for the operating classifications. The 
objective is not to change the general level of rates but to reorganize 
the structure and pay rules. 

It has been the experience of industry generally that improved wage 
rate structures pay for themselves, while they may result in some 
initial rise in average earnings. In these operating classifications it 
should be possible to reduce average labor costs per ton-mile and per 
passenger-mile and increase some earnings. 

(g) This report does not contemplate any mechanical system of job 
evaluation or other formula for setting wages. A systematic survey 
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of various job duties is essential to a wage review. The wage rate 
structure should be established by negotiations after a complete sur- 
vey and a thorough review of the wage structure. In the tradition 
of this industry, Section 307 (d) of the Transportation Act of 1920 
(Carriers’ Ex. 14, p. 1; Tr. 356, 504, 555) sets forth some general 
principles for a review of wage structure. 

(h) Industries which have revised their wage structures have in- 
variably adopted a “red circle” or “incumbent” rule, under which no 
present employee by virtue of the wage rate revision suffers a loss in 
wage rate without adequate compensation. There may be some tech- 
nical problems in applying literally this principle to the railroads 
in view of the operation of the seniority system under which employees 
may work in several different classifications from day to day, and in 
view of the variation in pay rules which create variations in earnings. 
The practicable application of this principle is needed to assure the 
full cooperation of the individual employees in the wage structure 
revision program. 

(z) The work of the commission should be kept apart from the 
normal negotiations of the parties on other questions in view of the 
magnitude of the task and in order to assure the greatest possibility of 
achievement. 

(15) The initiative for the establishment of the recommended wage 
structure commission ideally would come from the affected labor or- 
ganizations the Carriers, or from both parties jointly. Or the initia- 
tive could come from Government agencies concerned with railroad 
problems, such as the National Mediation Board, the Interstate Com- 
merce Commission, the Secretary of Labor, or from committees of 
Congress, or the President. In the past, all these agencies and officials 
have played a significant role in railroad labor relations. The proper 
agency to conduct an initial exploration of this matter is the National 
Mediation Board, which could determine from all interested parties 
and agencies whether the commission should be established directly 
by the parties or under the auspices of legislative or executive agencies 
of Government. 

Recommendation: There should be established a commission to 
review and to modernize the wage rate structure of the operating classi- 
fications in the railroad industry. We believe that such a comprehen- 
sive review is long overdue and is essential to the correction of wage 
inequities, to mutually constructive industrial relations and to the effi- 
cient operation of the railroads. It is recommended that such a 
commission be established in accordance with the principles and guide- 
posts outlined in the above discussion. 
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B. The Proposal to Extend Graduated Rates of Pay Based on Weight on Drivers 
to Train Service Employees 

(16) The Organization contends that a serious inequity has been 
created in the average basic daily rates of train service employees, as 
compared to those in engine service, as a consequence of higher average 
rates enjoyed by engineers and firemen with the use of heavier-pow- 
ered locomotives under their graduated pay tables. The graduated 
rates of pay proposal is designed by the Organization to eliminate this 
inequity, to restore wage relationships between train and engine service 
employees which existed in 1922, and to preclude such an inequity de- 
veloping in the future with the use of still heavier power. 

The Carriers contend that there is no inequity in the pay relation- 
ships of conductors and brakemen with other classes of railroad em- 
ployees. They argue that in any event the graduated rates of pay pro- 
posal of the Organization based upon weight on drivers is not suitable 
for train and yard service employees. 

(17) These contentions of the parties over whether there exists an 
inequity in the pay relationships of conductors and brakemen, as com- 
pared to engine service employees, do not arise from any serious con- 
flict over the facts of compensation. The wage data on these relation- 
ships used by both parties are derived primarily from the same source, 
the reports of the Interstate Commerce Commission (Employees’ Exs. 
11, 12; Carriers’ Exs. 9, 15-18,22). The conflicts arise primarily from 
different interpretations of these data. In particular, there are four 
major problems in the analysis of the wage statistics. Each of these 
issues is analyzed by the Board in the discussion which follows, para- 
graphs 19-22, 

(a) The Organization limits its comparisons to the compensation of 
firemen and engineers, while the Carriers relate the wages of conduc- 
tors and brakemen to the wages of a wide range of other railroad 
classifications. 

(6) The Organization contends that a wage relationship existing in 
1922 should be restored while the Carriers deny that the wage relation- 
ships of such a base period have any special significance or have been 
shown to be equitable and just. 

(c) The Organization expresses wage relationships exclusively in 
dollar and cents terms while the Carriers contend that the percent- 
age measure is also significant. 

(d@) The Organization emphasizes exclusively comparisons measured 
in terms of average basic daily rates. The Carriers, while also pre- 
senting data on average basic daily rates, lay considerable emphasis 
upon comparisons measured in terms of average annual earnings which 
reflect other pay rules, under which the conductors are said to be more 
favorably situated than engineers. (Carriers’ Brief, pp. 41-43.) 
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By stressing different wage measures and different relationships each 
party has used the same basic facts to support its contention, the Or- 
ganization finding a serious inequity and the Carriers concluding 
there is none. 

(18) The tables which follow present for the period since 1921 four 
wage relationships: Engineer-conductor; conductor-fireman; engi- 
neer-brakeman and fireman-brakeman.® The tables show both aver- 
age basic daily rates and average annual earnings; they show the 
changes in both dollars and cents and percentage differentials ; they in- 
dicate the changing wage relationships for three types of services: 
Passenger service, through freight service, and local and way freight 
service. These tables present the wage data on which the parties place 
conflicting interpretations.” 





*The tables are in the same form as those presented in Carriers’ Ex. 18. The average 
basic daily rates are also presented in Employees’ Ex. 11. There are a total of six possible 
pairs of relations among the four major operating classifications. The tables do not show 
the engineer-fireman and the conductor-brakeman relationship. 

7 The Carriers also presented data on average annual earnings of the conductors com- 
pared to 27 other classes of supervisory employees. (Carriers’ Ex. 18, p. 14.) Carriers’ 
Ex. 9 develops the separate elements which account for the changes in average hourly and 
annual earnings between 1936 and 1954. 
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(19) The Organization concentrates its wage comparisons exclu- 
sively on the wage relationship between train service and engine serv- 
ice employees. The Carriers, on the other hand, hold that insofar as 
historic wage relationships are to be considered (and they hold wage 
differentials should have only a “very minor part” in determining the 
issues of this proceeding) comparisons should be made with all classes 
of railroad employees. The Board does not fully agree with either of 
these views. As was concluded in paragraphs (2-4) above in Part 
A of this discussion, the wage structure of operating employees con- 
stitutes a relatively self-contained entity. Among operating classi- 
fications wage relationships are particularly sensitive. The Board 
concurs with the statement of Emergency Board No. 97 that the “most 
important inequities are those felt and suffered closest to home.” (Tr. 
2183.) 

The Board believes it would be unwise to consider any pair of wage 
relationships within the operating classifications without at the same 
time considering all other wage relationships within this group. 
There are relations in the wages of nonoperating and operating em- 
ployees, as the Carriers point out, but such dependencies are most sig- 
nificant for purposes of general increases which set the level of wages 
in the whole industry. The wages of nonoperating employees, or 
even changes in their wages, appear to be of little significance for 
genuine questions of wage relations among operating employees. 

(20) The Board has not adopted any single fixed base period from 
which to test wage relationships among operating employees. Rather 
has the Board examined wage relationships throughout the whole 
period for which data are available. Many of the wage relationships 
among operating classifications are seen to be long-established and 
relatively invariant. Under similar circumstances the Report of the 
First Diesel Board, dated May 24, 1943, stated : 

Practice may become principle. Rights may be grounded in custom. (Car- 
riers’ Ex. 40, p. 16; and Employees’ Ex. 4, p. 10.) 

The Board believes that a large displacement of an established dif- 
ferential in a brief period deserves greater attention than small 
gradual changes. 

(21) There is a conflict between the parties over whether wage re- 
lationships should be expressed exclusively in dollars and cents (Tr. 
505-509), or whether there is also significance in percentage differ- 
entials (Tr. 3299). In the view of the Board a distinction is to be 
drawn between the measurement of wage differentials and an ap- 
praisal of their significance. It is obvious that wages are paid in dol- 
lars and cents, and it is equally accurate to measure their change in 
dollars and cents or in percentage terms. For purposes of measure- 
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ment alone neither method is to be preferred, each is equally satis- 
factory, provided the arithmetic is correct. Indeed, it is normally 
helpful to have both types of measures of change at hand. 

In appraising the significance of both measures of wage change, the 
crucial question is the way in which the parties—Carriers, Organiza- 
tion and the individual employees—have in fact conceived of wage 
relationships. In industry generally the occupational wage structure, 
expressed in wage rates or hourly earnings, in recent years has typi- 
cally widened in dollar-and-cent terms and narrowed in percentage 
terms. Occupational relationships have been conceived of by parties 
in other industries as falling somewhere in between equal percentage 
and equal dollar-and-cent increases. In the operating classifications 
on railroads, on the other hand, for a variety of reasons, wage settle- 
ments have tended to preserve equal dollars and cents differentials by 
virtue of pattern settlements expressed in these terms. The custom of 
the industry for many years has been to deal with wage relationships 
among basic daily rates in dollars and cents terms. The question 
whether this custom shall be continued in the future is a different issue 
not before this Board. 

(22) There is conflict between the parties over whether wage rela- 
tionships should be measured in terms of average basic daily rates ex- 
clusively or whether average annual earnings also have significance. 
Again, it is equally valid as a matter of arithmetic to use either meas- 
ure. Both sets of wage data are equally true. The significance of 
these wage data in appraising a wage structure is a different matter. 
The question amounts to indicating the factors that should be consid- 
ered in appraising wage relationships. Annual earnings are influ- 
enced by a great many more factors than basic daily rates. The Board 
believes that annual earnings are significant for wage relationships 
among operating classifications, or put in other terms the Board be- 
lieves that all pay rules are relevant to appraising wage relationships 
among classifications (Carriers’ Ex. 9). This conclusion does not 
indicate the relative weight to be given the various pay rules in any 
appraisal of rate relationships. 

(23) These conclusions (paragraphs 19-22) on wage measures and 
relationships, on which the parties presented conflicting contentions 
(paragraph 17) facilitate the examination of the wage data presented 
in the preceding tables, 11-18, and highlight particular observations. 

(a) In passenger service while there is a small drift in average 
basic daily rates reducing the extent to which conductors are above 
engineers and firemen, the change is not substantial nor is it rapid. 
Between 1945 and 1953, an eight-year period, the average basic daily 
rate of conductors in passenger service lost 17 cents per day in relative 
position to the engineer and 18 cents per day to the fireman. The 
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engineer gained 29 cents per day on the brakeman, and the fireman 
gained 35 cents per day on the brakeman between 1945 and 1953. 
These are small and gradual changes. 

On an annual earnings basis the passenger engineer has done some- 
what better in relative terms; the ratio of engineer to conductors rose 
from 110.8 in 1945 to 114.1 in 1953. The pay relationships between 
train and engine service employees in passenger service are substan- 
tially affected by the differences in the basic day rules (5 hours for 
passenger enginemen and 714 hours for passenger trainmen) and by 
the different number of hours and miles worked per year. 

(5) In local freight service the drift in average basic daily rates 
increasing the differential of the engineer over the conductor and 
reducing the differential of the conductor over the fireman has been 
somewhat larger than in passenger service, but still not substantial. 
In the eight years between 1945 and 1953, the engineers gained 53 
cents and firemen 48 cents in average basic daily rates relative to the 
conductor. In the same period, the engineer gained 47 cents per 
day relative to the brakeman, and the fireman gained 42 cents per day 
relative to the brakeman. 

(c) In through freight service the changes in relative average 
basic daily rates have been very much larger. Between 1945 and 
1953 the differential of the engineer over the conductor increased 
96 cents, which had further increased to $1.09 by January-June 1954. 
In the 1945-53 period the engineer gained 93 cents per day relative 
to the brakeman and the fireman gained 79 cents per day relative 
tothe brakeman. Between 1950 and January—June 1954, the increase 
in the differential between engineer and conductor was 59 cents. 
In the same period the average basic daily rate of fireman increased 
by 52 cents over the conductor. Compared to earlier years, the 
changes in differentials in through freight service since 1949 or 1950 
have been rapid and substantial. 

It is not possible to separate the annual earnings of through freight 
employees from those in way freight; annual earnings data are con- 
sequently shown for both types of freight service combined. Annual 
earnings of conductors in freight service have increased percentage- 
wise relative to those of engineers since the absolute dollar differentials 
have changed little at the higher levels. There have been no sig- 
nificant changes in the components of annual earnings in freight 
service between conductors and engineers. (Carriers’ Ex. 9, p. 4.) 
Annual earnings in both classifications have moved up about the same 
dollar amount. The changes in basic daily rates seem to have been the 
decisive factor changing annual earnings for both classifications. 
Changes in pay rules do not appear to have played any significant 
role in influencing relative changes in annual earnings. 
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(24) The Board concludes that the data on wage relationships high- 
light a disparity in average basic daily rates for conductors in through 
freight service as compared to other operating classifications. The 
fact stands out that substantial disparity in through freight service 
has arisen in recent years which has grown rapidly. The other wage 
relationships in other classes of service reflect no such marked or rapid 
displacement. 

(25) The Organization proposes in all three classes of service to 
adopt the principle of graduated rates of pay based upon weight on 
drivers. It specifically proposes to apply the present average basic 
daily rate to the smallest sized locomotives behind which conductors 
and brakemen work, and to build a graduated pay scale on top of 
this rate; higher rates would apply for each bracket of heavier loco- 
motives based on weight on drivers. 

The specific proposal of the Organization is shown in the following 
table for conductors. (Employees’ Ex. 2, p. 3.) 


TABLE 19.—Proposed standard basic daily rates graduated basis of pay, conductors 





1 On through freight and local and way freight 18 cents is to be added for each additional 50,000 pounds 

or fraction thereof over a million ds ~ on drivers. In service 8 cents and 9 cents alterna- 
tively is to be added for each ditional 50,000 pounds or fraction 

Western rates, because of the doubleheader rule, are lower than the Eastern and Southeastern rates 


quoted above. 

(26) The Organization supports its proposal for graduated rates 
of pay based on weight on drivers with the following major argu- 
ments: (a) The train crew who work in close association with the 
engine crew should be paid on the same basis. (6) Heavier power 
means longer trains. (c) Heavier power has thus increased the re- 
sponsibility, work assignment and hazard of the train crew. (d) The 
train crew should share directly in the increased productivity asso- 
ciated with heavier power and longer trains to which they contribute 
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with the engine crew. (¢) The graduated rates of pay based on 
weight on drivers is a system of compensation well understood and 
readily administrable. (f) The adoption of the proposed graduation 
system would remove the inequities in wage relationships produced by 
the effect of heavier power on the average basic daily rates of engineers 
and firemen and would preserve the restored wage relationships in 
the future. 

The Carriers reject outright the proposal to add this new element 
to the compensation system of train service employees. The main 
points in their argument are as follows: (a) There is no significant 
nor consistent relationship between the length of trains and the weight 
or size of locomotives hauling them. While there may be a loose 
relationship on a single division, there is no significant relationship 
when a combination of divisions is considered. (6b) Longer and 
heavier trains do not make for more work and responsibility for con- 
ductors and trainmen. Most of the elements of job content of these 
employees are wholly unaffected by the length of train. The work of 
train service employees tends to become easier as weight on drivers 
increases. (c) Changes in productivity may be applicable to changes 
in the general level of wage rates for the country as a whole, but 
changes in productivity cannot be used to support a change in a single 
element of compensation for a small group of employees in an industry. 
(d@) Conductors and brakemen have been compensated on a single rate 
basis from the very outset of the industry while engineers and firemen 
have been compensated from very early years on some graduated basis. 
There is no basis to change these historical arrangements. (e¢) The 
proposal of the Organization is in effect a general increase since it is 
designed to provide increases for virtually all employees in the desig- 
nated classifications. Such an increase would destroy the pattern 
settlements of 1953-54 and disrupt the existing pattern of peace in the 
industry. (f) Such a general increase would impose a financial burden 
that would endanger the financial health of the railroad industry. 

(27) In the view of the Board, the crucial issue at this point is the 
relation between weight on drivers and the length of trains and the 
work performed by train service employees. The graduated rates of 
pay for engineers and firemen were originally adopted and standard- 
ized, as Section III of this report shows, in general recognition of the 
fact that the skill, effort and responsibilities of the engine crew varied 
directly and uniquely with the size of locomotives, as measured by 
weight on drivers. Graduated rates of pay based on weight on drivers 
should be extended to train service employees only on a comparable 
showing that variations in weight on drivers directly and consistently 
reflect variations in the work performed by train service classifications. 
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It is agreed that there is some relation between weight on drivers 
and length of train on a single division. 
* * * the railroads would not send a boy to do a man’s work. (Tr. 1158.) 


It is also clear that over recent years there has been a tendency for 
both average weight on drivers and average length of trains to in- 
crease (Employees’ Ex. 4, p. 5). But such average relationships do 
not in themselves constitute a basis to add new elements to the com- 
pensation system. 

A component of compensation should meet the test of equitable 
treatment among employees similarly situated. The Board has hence 
been concerned with the stability and consistency of the relation be- 
tween weight on drivers and train length and job content. If the 
same weight on drivers is associated with wide variations in train 
length and job content (and if considerably different weights on 
drivers are found with the same train length and job content), then 
under the Organization’s proposal similarly situated employees would 
be treated differently and the compensation system would not be 
equitable among different employees. 

(28) The record contains considerable evidence on the relation of 
weight on drivers to train length. (Employees’ Exs. 4; 10, pp. 8-13; 
15, pp. 40-47; Carriers’ Exs, 23, 24, 26, 27, 28, 44, 52-57.) On review 
of this material, the Board is impressed with the large number of 
factors other than weight on drivers which appear to have an inde- 
pendent influence on train lengths. 

(a) Greater weight on drivers may be designed to increase the 
speed of a train of a given length. Indeed, the correlation between 
speed (time on duty) and weight on drivers is as high or higher than 
that between length of train and weight on drivers. (Carriers’ Ex. 
55.) 

(6) The volume of available business, or type of business, is an 
independent factor influencing length of train, particularly for fast 
freight trains operating on an established schedule. 

(c) The physical conditions of the run, i. e. grades and curves, 
length of sidings, weather conditions, and congestion in yards, inde- 
pendently affect the amount of power and train length. 

(d) Diesel power is used in “cycles” over a number of divisions, 
with the consequence that trains of varying length are handled with a 
given weight on drivers on any one division. 

(e) It is necessary to distribute diesel power throughout a railroad 
property to maintain an operating balance. As a consequence, a 
larger number of diesel units may be used on a train of given length 
in order to redistribute locomotives. 

(29) The Board concludes on the evidence before it that the pro- 
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posed graduated rate of pay tables based on weight on drivers of 
locomotives should not be extended to train service employees. The 
relationship of the work of these employees to the weight of the 
locomotives behind which they work is not sufficiently clear, direct, 
and consistent to warrant incorporating in their wage structure the 
formula which has been applied over the years for computing the pay 
of the engine crew. Conductors working behind locomotives with the 
same weight on drivers often have very different assignments. 

The Board is also impressed with the complex task of revision in a 
large number of pay rules, such as terminal delay and deadheading 
rules (Carriers’ Ex. 4) that would be required in order to determine 
a day’s pay or the rate of pay under varying circumstances should 
graduated rates of pay based on weight on drivers be adopted. The 
specific proposal of the Organization for graduated rates of pay 
would not in fact restore the wage relationships sought by the Organi- 
zation, and would substantially distort the relationships among classes 
of service on account of the very large effect of the proposed graduated 
tables on basic daily rates of train service employees in through freight 
service. (Carriers’ Ex. 18, p. 8.) 

(30) The Board has reached no conclusion regarding any other 
method of graduated rates of pay for train service employees other 
than weight on drivers which was the method first proposed by the 
Organization in its proposition of March 15, 1949. The Board does 
not believe that the record of this case is sufficiently focused upon the 
issues involved in other methods of graduated rates of pay to warrant 
a considered judgment on their equity or practicality. 

The Board recognizes that the substantial disparity in average 
basic daily rates between conductors and the engine crew in through’ 
freight service, found in paragraph (24) above, is an average figure. 
The disparity has not grown in the same degree for all train assign- 
ments. The disparity has clearly grown most where heavier power 
has been used. 

(31) The Board makes brief comments on the discussion by the 
parties of the role of productivity in this case. The Carriers relate 
changes in wages to increases in productivity in the country as a whole. 

* * * the Carriers are not opposing the theory that their employees should 
share in the net gains which accompany increased productivity of the economy 
asa whole. (Tr. 2706.) 

The Organization argues that graduated rates based on weight on 
drivers is required to share in the gains of productivity arising from 
heavier power and longer trains. The Board does not find that the 
contribution of train service employees to railroad productivity in the 
operation of longer trains is clear and definite enough of itself to war- 
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rant special added compensation. The Board believes that in fact all 
employees have shared in the gains of productivity in this industry 
through general wage increases, and road service employees have also 
shared in gains of productivity under the piecework or mileage system 
of pay. Under the mileage system they have had shorter time on duty 
for a given run at the same compensation. 

(32) The record in this case contains a great deal of testimony con- 
cerning the job content of the conductors and brakemen and, indeed, 
of the other principal operating classifications as well. The organiza- 
tion states : 

This Board has before it the most comprehensive descriptions of the job 

content of all four operating crafts that have ever been offered in one single case 
before any Emergency or Arbitration Board in the history of these types of 
proceedings. (Summary Statement, p. 73.) 
But the Board has had no opportunity to make a first-hand study of 
the work of the train crew as a whole. Its assignment is limited to a 
dispute between the ORC&B and the Carriers. It has been permitted 
to see the work of the engine crew only by mirrors which reflect the 
views of others than the workers themselves who are engaged in the 
engine classifications. 

The considerable evidence on job content of train service employees 
is also difficult to evaluate because there is no recognized standard 
in this industry by which elements of the duties, skills, responsibilities, 
and hazards of a job can be weighed or combined. The testimony of 
the Carriers is that jobs have become easier and less hazardous. The 
Organization holds that the labor, responsibility and hazard of jobs 
have become greater with longer trains and increased speeds. How 
is one to measure the change in any one element of a job such as the 
responsibility or hazard? How is one to combine these various ele- 
ments into a judgment as to the change in the job as a whole? The 
breakdown of jobs into the number of minutes spent at each operation 
is not necessarily an index of the relative worth or ranking of jobs 
for setting wage rates. (Carriers’ Ex. 28, pp. 5-6.) 

There is a further fundamental difficulty with the job content evi- 
dence presented by both parties. The relation between variations in 
actual job duties and compensation is quite different for craft occupa- 
tions than for production or office jobs. Among a family of related 
production jobs, even relatively minor variations in job content typi- 
cally result in changes in wage relationships. But craft wage rates 
are not set in such close relation to job content, and gradual changes 
in duties are not likely to be reflected in wage changes. Craftsmen 
are more apt to be paid for what they are capable of doing than what 
they actually do. Craft wages are more influenced by wage relation- 
ships and other such factors determining wages than by changes in 
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job content. While these observations are drawn from the experience 
of industry generally, they also appear to apply to the principal oper- 
ating classifications on the railroads which are well recognized crafts 
or occupations. 

Evidence on changes in job content is even further complicated by 
the practice of varying the number of conductors and brakemen as- 
signed to a train. The duties on a train may change, but the number 
of men assigned may also vary. 

The Board does not believe that changes in job content, except in 
extreme cases of changes in duties, is an operational standard by 
which to appraise relative wage relationships among operating classi- 
fications on the railroads in the absence of recognized or agreed upon 
standards of measuring job content as a whole. It appears that as in 
industry generally, physical effort has become less important, jobs 
are more pleasant and safer, while responsibility has increased. (Tr. 
1462.) But there are no objective standards on the railroads to make 
additive these various changes in the elements of a job. 

(33) Carriers lay great stress on the pattern settlement of wage 
movements. They vigorously resist efforts of individual groups from 
progressing to success pleas for special consideration independent of 
general wage adjustments. While conceding the need to rectify gross 
inequities, they insist that the inequity must be one which is recognized 
within the whole category of labor organizations. The pressures for 
uniformity are such that any deviation causes a multitude of demands 
to sprout for identical favors in wage rates or conditions of em- 
ployment. 

The position of the Organization is, however, that the extension 
of the weight on drivers table following the recommendation of the 
1943 Emergency Board in the First Diesel case was itself a deviation 
from the pattern settlement and has resulted in grave and continuing 
inequity against conductors and brakemen. Carrier witnesses admit 
that the extension did result in giving an advantage to the engine 
crew, though they deny that the wider disparity in wage rates has 
resulted in an inequity to the train crew. (Tr. 2352.) 

While the Board is mindful of the fear of the Carriers that any 
concession to an employee organization will upset carefully and pain- 
fully determined uniform settlements of issues, it feels that this 
case should be considered on its merits. This Organization has pur- 
sued this demand with persistence and diligence, has kept it alive 
through the various stages of negotiation and in agreeing to the 
pattern settlement of 1953-54 expressly reserved freedom to progress 
this specific demand. 

The Board believes that the 1953-54 wage movement has in fact 
been completed and that this case and other pending operating de- 
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mands concern a subsequent movement. Moreover, the pattern set- 
tlement principle applies with particular force to general wage 
changes and is not relevant to changes in wage structures designed 
to correct genuine inequities. 

(34) The ability to pay evidence and argument of the parties, as 
a consequence of earlier conclusions in this discussion, is of much 
less significance in this case than it would be in one involving a gen- 
eral wage increase or propositions which added considerably to labor 
costs. The recommendations of this Board involve no change in the 
average basic daily rates of employees in passenger service, yard 
service or local or way freight service. Through freight conductors 
numbered 8,982 in the second quarter of 1954, out of a total of 23,822 
in the three classes of road service, or out of a total of 45,520, if yard 
foremen are included. (Carriers’ Ex. 8, p. 13, 17.) The proposed 
change in wage structure will have a relatively small impact on rail- 
road labor costs. The burden of added costs will fall on that class 
of service in the relatively strongest financial position. 

(35) The Board has concluded that the disparity in average daily 
rates for conductors in through freight service that has arisen in 
recent years constitutes an inequity which should be corrected. 

The Railroads do not take the position that correction of a genuine inequity 

or inequality is beyond the discretion of an emergency board. (Carriers’ Brief, 
p. 83, Tr. 2364.) 
The Board believes there are clear and compelling reasons for this 
conclusion, which are in summary as follows: The displacement 
in average basic daily rates in through freight service has been pro- 
nounced and rapid in recent years. It stands out sharply in com- 
parison to all other wage relationships among operating classifica- 
tions. The close working associations of all members of the train 
crew has accentuated the problem and helped to create a sense of 
injustice and injury. It is our judgment on the evidence that the re- 
sponsibility of the conductor on long fast freight trains has increased. 
The conductor is the superior officer of the train, and is so recognized 
by the Carriers, by fellow employees, and by the public. When his 
relative pay position in comparison with that of engine service em- 
ployees with whom he works has substantially and rapidly deteri- 
orated as is true in through freight service, he not only suffers inequity 
as to his pay but also in the prestige which properly attaches to the 
position he holds in the industry. 

(36) While the conclusions of Emergency Board 81 which consid- 
ered this same issue in its Report dated June 15, 1950, are not binding 
on this Board, our conclusions are entirely consistent. We, too, have 
concluded, on the evidence presented, that the proposed graduated rate 
of pay tables based on weight on drivers of locomotives should not be 
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extended to train service employees. We find, however, a distortion 
in wage relationships which merits correction. The disparity has 
grown sharply since the date of that report. 

(37) The Board has carefully considered the relation between its 
recommendation for a comprehensive review of the operating wage 
rate structure and its conclusions that an inequity has arisen in the 
average basic daily rates for through freight conductors. It might 
be held that no single change in wage rate structure should be made 
without the prior completion of the type of comprehensive review by 
ull parties that is recommended in this report. (Tr. 1535.) 

Much might be said for such a view, if the proposal before this 
Board had just been initiated, and if the disparity was relatively minor 
or marginal. But in the present case the proposition of the Organi- 
zation dates from March 15, 1949. It is of long standing and has been 
the source of most serious controversy. The disparity in through 
freight service has risen sharply in recent years. Under these circum- 
stances the Board believes it would be unjust to postpone indefinitely 
the correction of the disparity in through freight service. This does 
not mean that the Board believes any less in the necessity for the com- 
prehensive review; it believes on the considerable evidence before it 
that such a review would in fact provide a correction for this inequity 
in view of its demonstrable existence. 

The parties need not at the present time develop a final solution to 
this inequity in through freight service. They may prefer an interim 
arrangement pending the completion of the more comprehensive wage 
rate structure review. 


RECOMMENDATION 


The Organization and the Carriers should resume collective bar- 
gaining negotiations to settle this dispute by agreement in accordance 
with the following recommendations: (@) The Organization with- 
draw its proposal for graduated rate of pay tables based upon weight 
on drivers. (6) The Carriers and the Organization agree upon an 
increase in compensation designed to eliminate the inequity in the 
average basic daily rates of conductors in through freight service that 
has arisen in recent years. One method to accomplish this purpose 
would be to increase the basic daily rates for conductors in through 
freight service. Other methods will occur to experienced negotiators 
that may be even more suitable. 

By this recommendation the Board seeks to remove barriers which 
have blocked previous settlement of this dispute and to point up a more 
limited area of negotiation in which it believes experienced negotia- 
tors will reach a fair and equitable solution to the problem presented 
to this Board. 
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VII. RECOMMENDATIONS 


(1) There should be established a commission to review and to mod- 
ernize the wage rate structure as a whole of the operating classifica- 
tions in the railroad industry. We believe that such a comprehensive 
review is long overdue and its essential to the correction of wage in- 
equities, to mutually constructive industrial relations and to the effi- 
cient operation of the railroads. It is recommended that such a com- 
mission be established in accordance with the principles and guide- 
posts outlined in the above discussion. 

(2) The Organization and the Carriers should resume collective 
bargaining negotiations to settle this dispute by agreement in accord- 
ance with the following recommendations: (a) The Organization 
withdraw its proposal for graduated rate of pay tables based upon 
weight on drivers. (6) The Carriers and the Organization agree 
upon an increase in compensation designed to eliminate the inequity 
in the average basic daily rates of conductors in through freight serv- 
ice that has arisen in recent years. One method to accomplish this 
purpose would be to increase the basic daily rates for conductors in 
through freight service. Other methods will occur to experienced 
negotiators that may be even more suitable. 

Respectfully submitted. 


Epwarp M. Suarpr, Chairman. 
Cuartes A. Spracur, Member. 
Joun T. Dunvorp, Member. 
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APPENDIX A 


EXECUTIVE ORDER 10578 


CREATING AN EMERGENCY Boarp To INvEsTIGATE A Dispute BETWEEN 
CrrTAIN Carriers REPRESENTED BY THE EASTERN, WESTERN, AND 
SOUTHEASTERN CARRIERS’ CONFERENCE COMMITTEES AND CERTAIN OF 
THEIR EMPLOYEES 


WHEREAS a dispute exists between certain carriers represented 
by the Eastern, Western, and Southeastern Carrier’s Conference Com- 
mittees which are designated in List A attached hereto and made a part 
hereof, and certain of their employees represented by the Order of 
Railway Conductors and Brakemen, a labor organization; and 

WHEREAS this dispute has not heretofore been adjusted under the 
provisions of the Railway Labor Act, as amended; and 

WHEREAS this dispute, in the judgment of the National Mediation 
Board, threatens substantially to interrupt interstate commerce to a 
degree such as to deprive the country of essential transportation 
service: 

NOW, THEREFORE, by virtue of the authority vested in me by 
section 10 of the Railway Labor Act, as amended (45 U. S. C. 160), 
I hereby create a board of three members, to be appointed by me, to 
investigate the said dispute. No member of the said board shall be 
pecuniarily or otherwise interested in any organization of employees 
or any carrier. 

The board shall report its findings to the President with respect 
to the said dispute within thirty days from the date of this order. 

As provided by section 10 of the Railway Labor Act, as amended, 
from this date and for thirty days after the board has made its report 
to the President, no change, except by agreement, shall be made by 
any of the carriers involved or their employees in the conditions out 
of which the said dispute arose. 

Dwieut D. EisENHOWER. 

Tue Wurre Hovse, 

November 23, 1954. 
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List or APPEARANCES IN BEHALF OF THE CARRIERS 


EASTERN CARRIERS’ CONFERENCE COMMITTEE 


L. W. Horning (chairman), vice president, personnel, New York Central System. 

E. P. Gangewere, vice president, operation and maintenance, Reading Co. 

F. J. Goebel, vice president, personnel, Baltimore & Ohio Railroad. 

H. E. Jones, chairman, executive committee, Bureau of Information of the East- 
ern Railways. 

J. W. Oram, assistant vice president, operation-personnel, Pennsylvania Railroad 
System. 

G. C. White, assistant vice president, Erie Railroad Co. 


WESTERN CARRIERS’ CONFERENCE COMMITTEE 


D. P. Loomis (chairman), chairman, the Association of Western Railways. 

C. M. Buckley, assistant to vice president, Southern Pacific Co. 

L. D. Comer, assistant to vice president, the Atchison, Topeka and Santa Fe 
Railway. 

E. J. Connors, vice president, Union Pacific Railroad. 

T. Short, chief personnel officer, Missouri Pacific Lines. 

J. E. Wolfe, assistant vice president, Chicago, Burlington and Quincy Railroad. 

R. F. Welsh, executive secretary, the association of Western Railways. 


SOUTHEASTERN CARRIERS’ CONFERENCE COM MITTEE 


W. S. Baker (chairman), assistant vice president, Atlantic Coast Line Railroad. 

B. B. Bryant, assistant vice president, Chesapeake & Ohio Railway. 

Fred A. Burroughs, assistant vice president, Southern Railway. 

F. K. Day, Jr. (vice chairman), assistant general manager, Norfolk & Western 
Railway. 

G. C. Howard, director of personnel, Louisville & Nashville Railroad. 

C. A. McRee, assistant vice president, Seaboard Air Line Railroad. 

A. J. Bier, manager, Bureau of Information of the Southeastern Railways. 


COUNSEL FOR THE CARRIERS’ CONFERENCE COMMITTEES 


S. R. Prince, Jr., general attorney, the Baltimore & Ohio Railroad Co. 

J. A. Wilcox, general attorney, Union Pacific Railroad. 

T. C. DeButts, assistant counsel for the Carrier Members, First Division, Na- 
tional Railroad Adjustment Board. 

Frederic W. Hickman, John C. Walker, and Howard Neitzert, Sidley, Austin, 
Burgess & Smith, Chicago. 
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List OF APPEARANCES IN BEHALF OF THE ORDER OF RAILWAY CONDUCTORS 
AND BRAKEMEN 


R. O. Hughes, president. 
J. A. Paddock, senior vice president. 
O. D. Hinman, vice president. 


EXECUTIVE COMMITTEE 


. J. Milner, Great Northern. 
. J. Wagner, Duluth, Missabe & Iron Range. 
. I. Hylton, Union Pacific, South Central District. 
. A. Melbourne, Elgin, Joliet & Eastern. 
. W. Kilgour, Chicago & North Western. 
. R. Kelly, Reading Co. 
. E. Shipley, Pittsburgh & Lake Erie. 
. E. Muldoon, Central Vermont. 
. J. Humphrey, Chesapeake & Ohio, Hocking Valley District. 
. DeWaters, Staten Island Rapid Transit. 


sgt ysegconrr 


. E. King, Atlantic Coast Line. 

A. Raynes, Southern Railway. 

J. A. Seott, Georgia Railroad. 

E. L. Sutton, Norfolk Southern. 

W. W. Cochrane, Seaboard Air Line. 

E. L. Oliver, Economist, Labor Bureau of Middle West, 1001 Connecticut Avenue, 
Washington, D. C. 

V.C. Shuttleworth and 

Harry Wilmarth, general counsel for the Order of Railway Conductors and Brake- 

men, of the firm of Elliott, Shuttleworth & Ingersoll, 1120 Merchants National 

Bank Building, Cedar Rapids, Iowa. 
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APPENDIX C 


Carriers As Lisrep spy Regions 
EASTERN REGION 


Baltimore and Ohio Railroad Co.: Staten Island Rapid Transit Railway Co. 
Central Railroad Co. of New Jersey. 
Central Vermont Railway, Inc. 

Chicago, Indianapolis & Louisville Railway. 
Delaware & Hudson Railroad Corp. 

Detroit & Toledo Shore Line Railroad. 
Grand Trunk Western Railroad Co. 

Lehigh & New England Railroad Co. 
Lehigh Valley Railroad Co. 

Monongahela Railway. 

New York Central System: 


New York Central Railroad, Buffalo and east. 

New York Central Railroad, west of Buffalo. 
Ohio Central Division. 

Michigan Central Railroad. 

Cleveland, Cincinnati, Chicago & St. Louis Railway. 
Peoria & Eastern Railway. 

Boston & Albany Railroad. 

Pittsburgh & Lake Erie Railroad. 


New York, Chicago & St. Louis Railroad Co., Wheeling and Lake Erie District. 
Pittsburgh & West Virginia Railway Co. 
Reading Ca 


WESTERN REGION 


Atchison, Topeka & Santa Fe Railway: 


Gulf, Colorado & Santa Fe Railway. 
Panhandle & Santa Fe Railway. 


Camas Prairie Railroad Co. 

Chicago & North Western Railway. 

Chicago, Burlington & Quincy Railroad. 

Chicago Great Western Railway Co. 

Chicago, Milwaukee, St. Paul & Pacific Railroad. 

Chicago, Rock Island & Pacific Railroad Company: Joint Texas Division of 
C. R. I. & P. Railroad and Fort W. & D. Railway. 

Chicago, St. Paul, Minneapolis & Omaha Railway. 

Denver & Rio Grande Western Railroad. 

Duluth, Missabe & Iron Range Railway. 

Elgin, Joliet & Eastern Railway. 
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WESTERN ReGioN—Continued 


Fort Worth and Denver Railway. 
Great Northern Railway Co. 
Gulf Coast Lines: 


Asherton & Gulf Railway. 

Asphalt Belt Railway. 

Beaumont, Sour Lake & Western Railway. 
Houston & Brazos Valley Railway. 
Houston North Shore Railway. 

Iberia, St. Mary & Eastern Railroad. 
New Iberia & Northern Railroad. 

New Orleans, Texas & Mexico Railway. 
Orange & Northwestern Railroad. 

Rio Grande City Railway. 

St. Louis, Brownsville & Mexico Railway. 
San Antonio Southern Railway. 

San Antonio, Uvalde & Gulf Railroad. 
San Benito & Rio Grande Valley Railway. 
Sugar Land Railway. 


Illinois Central Railroad Co. 

International-Great Northern Railroad 

Kansas City Southern Railway: Arkansas Western Railway. 

Kansas, Oklahoma & Guif Railway: Oklahoma City-Ada-Atoka Railway. 

Louisiana & Arkansas Railway. 

Minneapolis & St. Louis Railway Co. 

Minneapolis, St. Paul & Sault Ste. Marie Railroad Co. 

Missouri—Kansas-Texas Railroad Co.: Missouri-Kansas-Texas Railroad Co. of 
Texas. 

Missouri Pacific Railroad Co.: Missouri—Illinois Railroad. 

Northern Pacific Railway Co. 

Northwestern Pacific Railroad. 

Oregon, California & Eastern Railway Co. 

St. Louis-San Francisco Railway Company: St. Louis, San Francisco & Texas 
Railway. 

San Diego & Arizona Eastern Railway. 

Southern Pacific Co. (Pacific Lines) excluding former Bl Paso & Southwestern 
System. 

Southern Pacific Co. (Pacific Lines) former El Paso & Southwestern System. 

Spokane, Portland & Seattle Railway: 


Oregon Electric Railway. 
Oregon Trunk Railway. 


Texas & New Orleans Railroad. 
Texas and Pacific Railway: 


Abilene & Southern Railway. 

Texas—New Mexico Railway. 

Texas Short Line Railway. 

Weatherford Mineral Wells & Northwestern Railway. 


Union Pacific Railroad. 
Wabash Railroad—lines west of Detroit. 
Western Pacific Railroad. 
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SOUTHEASTERN REGION 


Atlantic Coast Line Railroad. 

Atlanta & West Point: Western Railway of Alabama. 
Central of Georgia Railway. 

Charleston & Western Carolina Railway. 

Chesapeake & Ohio Railway (includes Pere Marquette District). 
Florida East Coast Railway. 

Georgia Railroad. 

Gulf, Mobile & Ohio Railroad. 

Louisville & Nashville Railroad. 

Nashville, Chattanooga & St. Louis Railway. 

Norfolk Southern Railway Co. 

Norfolk & Western Railway. 

Richmond, Fredericksburg & Potomac Railroad. 
Seaboard Air Line Railway Co. 

Southern Railway (includes State University Railroad) : 


Alabama Great Southern Railway Co. (includes Woodstock & Blocton 
Railway. 

Cincinnati, New Orleans & Texas Pacific Railway. 

Georgia Southern & Florida Railway. 

Harriman & Northeastern Railroad Co. 

New Orleans & Northeastern Railroad. 


Tennessee Central Railway Co. 
Virginian Railway Co. 


ORGANIZATION 


Order of Railway Conductors and Brakemen 
General Offices: Cedar Rapids, Iowa 
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Mr. Quasey. Now, I sincerely urge your consideration to the recom- 
mendation of this report be given, because railroad wages consume 
about 52 cents out of every revenue dollar. Notwithstanding the in- 
creases in railroad rates that have been authorized, the financial condi- 
tion of the railroads has not shown any substantial improvement. 

In a good many instances it has been to the contrary, there has been 
a continued loss in the volume of traffic, and also an increase in 
unemployment. 

‘ Now, with all these things working together, creating a situation 
where with some railroads Suukiveptey or serious financial distress is 
just around the corner, we commend your serious consideration to 
that particular subject, Mr. Chairman. 

Now, with respect to the passenger train deficit investigation, I will 
skip the portion of that and go to page 8, where I say that railroad 
wages and working rules vitally affect both the cost of passenger train 
service and the cost of freight train service, so shippers of freight by 
railroad are subjected to a double burden in having to bear the impact 
of railroad wages on both passenger service and freight service. 

I would like to correct, 1f I may, the words “million dollars” in the 
third line from the bottom on page 7, Mr. Chairman. That was an in- 
advertent error. It should be “over half a billion dollars annually,” 
referring, of course, to the passenger deficit. 

Now, we mention also the repeal of the transportation tax. There 
has been considerable said about that by others. But I will say that the 
tax casts an especially heavy burden on long-haul shippers. It has 
been pyramided by reason of the successive increases in the freight 
rates which now are well over 100 percent of what they were in 1946. 
I am referring to the rates on livestock. 

There have been recommendations made by others to give the rail- 
roads greater freedom in making reductions in rates. I wish to call 
attention to two matters that I think are representative, and show 
quite the contrary situation to prevail. 

In a proceeding now before the Commission, which I will refer 
to as the Westbound Meat Rate case, the railroads undertook to make 
substantial reductions on fresh meat from the central-western part 
of the United States to the Pacific coast. 

These reducions amounted to from 18 cents a hundred to as much as 
$1.10. The organizations on whose behalf I appear protested these 
rates on the ground that there was a competitive situation between the 
level of the rates on livestock and the rates on fresh meat, and that we 
objected to the reduction in the rates on meat unless the rates on live- 
stock were proportionately reduced. 

Others who protested these rates were the west coast packers, various 
livestock market interests, and producers and feeders on the west coast, 
and some State commissions. 

The Commission declined to suspend these rates, Mr. Chairman; it 
let them go into effect, so that what the railroads wanted to do in the 
way of reduction actually went into operation, but it set the matter 
for an investigation as to the lawfulness of these rates in all respects. 

I will not undertake to say more about it, because the point that I 
wanted to make that here is a very substantial movement of fresh meat 
on which the railroads wanted to reduce the rates and did reduce them 
and the rates are in effect—the reduced rates are in effect. 
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Another case of far greater significance, but involving the same 
principle, is—we will refer to it as the Eastbound Meat Rate case. 
Here, similarly, the railroads worked out a basis of reductions in the 
rates on fresh meat from Chicago and points east of the Mississippi 
River, generally north of the Ohio, to destinations in the northeastern 
part of the United States. 

The reductions affect movement of fresh meat not only originating 
in points within the territory I described, but also originating from 
all points west of Chicago and the Mississippi River, including Mexico, 
when moving to the eastern destinations. 

Here, again, protests were filed because this movement is the most 
highly competitive movement of livestock and meat of anywhere ini 
the Nation. It has involved a lot of litigation in years gone by. We 
are interested in preserving the competitiveness of the purchasing 
power of packers in the East, in our central western markets where 
the big bulk of the surplus livestock fit for slaughter is produced. 

Eastern met utpackers and other slaughterers on the east coast also 
protested these rates, stating their grounds. Here, again, the Com- 
mission did not suspend the rates, Mr. ( Chairman, permitted them to 
go into effect, and very much as in the Westbound Meat case, set the 
matter for investigation. 

Now when we have examples such as these, as recent as this, they 
raise a grave doubt about the need of any change to give the railroads 
greater freedom to reduce rates. 

We believe in connection with other situations that the railroads 
probably have not acted soon enough in some instances in meeting a 
situation to keep the traffic on the rails. 

I will refer briefly to the wool situation in the southwest, Whdre 
baling of wool was diverting it tothe trucks. No timely rate reductions 
were made. The traflic shifted over, and then, subsequently, when 
reductions were made, they had a very disappointing effect about 
getting any of the business back. 

I want to say that as far as wool in what we call transcontinental 
territory, western trunkline territory, and the territory east of the 
Mississippi River is concerned, there are negotiations under way by 
wool organizations and other people interested, and the railroads, to 
make certain adjustments which have already reached a point of sub- 
stantial progress. 

And there, again, Mr. Chairman, without any need for any further 
legislation on the subject. 

Now we are opposed to any change at this time in the transportation 
policy or the ratemaking rules of the Commission. These matters have 
been given a good deal of attention. They are rather highly contro- 

versial, so far as reasons for change are concerned, and if there are any 
proposals made as a result of the current heari ings, which will be stated 
in terms of express bills involving these matters, we certainly would 
want to give them a very careful look and examination. 

Coming back to the railroad-wage matter for a moment, Mr. Chair- 
man, I all attention to a recent article under date of March 21,1958, 
appearing in the Wall Street Journal, headed “Canadians May O pen 
Way to Big Cost Cut for United States Railroads.” Subhead: “Do- 
minion Roads Take Lead in Drive on Featherbedding in Diesel Loco- 
motive Crews.” 
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The issue there is to eliminate a fireman from the engine cab on a 
diesel locomotive, since they are using three men at the present time; 
an engineer, a fireman, and a head trainman. 

The purpose there is to eliminate the fireman, since it is believed that 
the presence of two men is sufficient. 

I merely call this to the committee’s attention, because it does show 
that the railroad problem is an acute one as far as our Canadian neigh- 
bors are srsitarned. 

But I wish to point out, also, that the scope of the matter there is 
a piecemeal undertaking, and what we recommend in the matter of the 
Commission, is the appointment of a Commission by committees of 
Congress, or the Congress, with full power to make an independent 
investigation of the whole subject relating to railroad wages and 
working rules. 

We believe that that is fundamental, Mr. Chairman, and it will 
afford, rather, a basic start toward an improvement of the railroad 
situation. 

I thank you. 

Senator Smatruers. Thank you very much, sir. We appreciate your 
remarks, 

(The prepared statement of Mr. Quasey follows :) 


PREPARED STATEMENT OF LEE J. QUASEY 


My name is Lee J. Quasey and I am a member of the American Bar Association 
and a member of the Association of Interstate Commerce Commission Practi- 
tioners. 

I have been engaged in transportation work for about 35 years, and have held 
the position as commerce counsel for the National Live Stock Producers Associa- 
tion since 1932. 

I have also been actively engaged on committees of shipper organizations 
concerning various phases of transportation, including transportation legisla- 
tion. My chief interest, however, has been in livestock and products of livestock. 

I am authorized to appear in behalf of the National Live Stock Producers Asso- 
ciation, the American National Cattlemen’s Association, and the National Wool 
Growers Association. 

The National Live Stock Producers Association is a cooperative representing 
approximately 555,000 livestock growers and is composed of 22 cooperative live- 
stock associations that are engaged in selling and buying livestock for the mem- 
bers and patrons in over 86 livestock markets and other places throughout the 
eountry. Its principal office is located at 139 North Clark Street, Chicago, Tl. 

The American National Cattlemen’s Association is a voluntary nonprotit 
organization of cattlemen and State associations of cattlemen representing the 
industry with membership principally in 22 States west of the Mississippi River 
and in the Gulf States, and with individual members in Michigan, Iowa, Minne- 
sota, South Carolina, and Virginia, with its principal office at 801 Bast 17th 
Avenue, Denver, Colo. 

The National Wool Growers Association is a voluntary nonprofit service or- 
ganization sponsored and supported largely by woolgrowers’ associations of the 
States of Arizona, California, Colorado, Idaho, Montana, Nevada, Oregon, Texas, 
Utah, Washington, western South Dakota, and Wyoming, with some individual 
members in other States. 

Its principal office is located at 414 Crandall Building, Salt Lake City, Utah. 


WE ARE OPPOSED TO ANY RESTRICTIVE CHANGE IN THE EXEMPTION THAT WOULD AFFECT 
ORDINARY LIVESTOCK AND WOOL 


While my testimony will be mainly directed to legislative proposals of the effect 
the transportation of ordinary livestock by motor vehicle under the Agricultural 
Commodities Exemption, section 203 (b) (6) of the Interstate Commerce Act, 
I will also comment on other subjects such as, need for review and revision of 
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the railroad wage structure, the passenger deficit, including the elimination of 
unprofitable services, repeal of the excise tax on transportation and repeal of 
paragraph 4 of section 15 of the Interstate Commerce Act. 

To begin with, we are opposed to any change in the present law that would 
restrict the exempt status of livestock or wool. 

We are particularly opposed to any restriction of the exemption of ordinary 
livestock or wool “from the point of production to a point where the commodities 
first pass out of the actual possession or control of the producer,” as proposed in 
S. 1689, the so-called ICC bill introduced by Senator Magnuson, by request. 

Livestock is often transported several times from where it is produced to where 
it is finally slaughtered. Generally the first movement from ranch or farm 
where raised is by motor vehicle. Subsequent movements are by either rail or 
motor vehicle. 

Movement of livestock to public markets has increased by about 25 percent 
since 1946. In recent years over 82 percent of the cattle, 83 percent of the 
calves, 87 percent of the hogs, and 54 percent of the sheep and lambs were 
moved to the major public markets by motor vehicle. 

There is also a substantial movement of livestock by motor vehicle from the 
public markets. 

Furthermore, great numbers of cattle and sheep are moved annually from one 
area to another, mainly to utilize grazing and feed resources. 

While the bulk of this movement is seasonal, there is a substantial movement 
throughout the year of stocker and feeder animals—unfinished livestock—from 
the Western and Southwestern range States to other sections of the country, 
such as the Corn Belt States of the Middle West, and Eastern States, the irri- 
gated sections of the Rocky Mountain States and the Pacific Coast States, where 
supplies of feed grains and other feed supplies are abundant and where the 
animals are brought to a suitable condition for slaughter. 

According to statistics of the United States Department of Agriculture in 
recent years, more than 5 million cattle and calves and more than 2 million 
sheep and lambs are shipped from about 23 public stockyard markets to farms 
and feedlots in about 21 States. 

There is also a very large movement of stocker and feeder animals from farms 
and ranches either direct, or through the many country markets to other farms 
and feed lots. 

For example, in recent years the movement into 9 Corn Belt States alone 
amounted to more than 2,600,000 cattle and calves and about 2 million sheep 
and lambs. 

It should be observed that in the course of these various movements ownership 
of the livestock changes one or more times. 

The puropse of this is to show that any restriction of the exemption to a 
movement of the livestock from point of production to a point where it passes 
out of the actual possession and control of the producer would result in serious 
complications, and discrimination. 

I'll cite just a few examples. 

Under the proposed limitation the movement of livestock consigned to a 
market for sale would be an exempt movement. 

Now, let us assume that the shipment consisted of stocker and feeder livestock 
and the animals were bought at the market by a farmer for further feeding 
and fattening. 

In that case it appears that the movement by motortruck from the market 
to the farm or feed lot would be nonexempt because the movement would not 
be one from point of production and under the control of the producer. 

Let us take another case where either stocker or feeder livestock was sold by 
the original producer at his ranch and was no longer subject to his possession 
or control, but became the property of the buyer. 

In such a case it appears that the exempt status of the livestock would depend 
on who had title to the livestock. The controlling question would likely be: 
When or where did title pass? 

If the original producer retained title to a given point the exempt status 
would prevail, but if he sold the animals f. o. b. his ranch, feed lot, or farm 
the exempt status would be lost. So the exemption status would not be deter- 
mined by the mere carriage of ordinary livestock by a motor vehicle, but by 
whether or not the livestock was in the possession or control of the producer. 

This would create a chaotic situation and constitute a wholly unwarranted 
interference with the right of freedom of contract. 
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Let us consider a case where a livestock farmer raised some livestock on his 
farm and also bought some elsewhere and brought it to his farm for feeding 
along with livestock of his own raising. Then when the animals were ready 
for market those that he raised and fed on his place would have an exempt 
status while the others would have nonexempt status notwithstanding that they 
were his property and were fed on his farm until they reached a suitable con- 
dition for sale as slaughter animals. 

. So under the provisions of 8. 1689, the animals he raised on his farm could 
be moved to market by an unregulated motor vehicle, while those animals that 
he bought and did not raise would have to be moved by a certified carrier. 

What I have stated clearly shows that restriction of the exemption of ordi- 
nary livestock by motor vehicle to a movement from point of production to a 
point where it first passes out of the actual possession and control of the 
producer is wholly impractical, incapable of being policed, would make certain 
movements of livestock by motor vehicle subject to regulation as to operating 
authority and rates, thereby create confusion, and among other things deprive 
the livestock producers of the inherent benefits of transportation of their live- 
stock by motor vehicle that is so vital and necessary to meet their needs. 

It appears very doubtful] if such a restriction on livestock by motor vehicle 
would give the railroads any greater volume of livestock traffic as both rates and 
Service determine which mode of transport will be used. Freight rates have been 
successively increased during the last 10 or 12 years, meanwhile the volume of 
livestock traffic by railroad has been declining, and is now less than half of 
what it was in 1946 (9,830,000 tons originated in 1946 compared with 4,450,000 
tons originated in 1955) notwithstanding that the volume of livestock marketed 
has increased about 25 percent since that time. 

We believe that the railroads can increase their share of the livestock traffic 
by reduction in rates, and improvement of service, rather than by seeking to 
impose restrictions on the movement of livestock by motor vehicles. 


NEED FOR REVIEW AND REVISION OF RAILROAD WAGE STRUCTURE 


At the conclusion of the hearings in January, Senator Smathers made a 
statement to the effect that the hearings reveal that railroad employment has 
dropped over 241,500 employees during the past 5 years. 

This large loss of labor and with its consequences calls for careful considera- 
tion along with other propositions calculated to improve the deteriorating 
railroad situation. 

I wish to briefly point out a few reasons why there should be a comprehensive 
review and revision of the railroad wage structure. It appears that for rail- 
road operations as a whole, labor costs consume somewhat more than 50 cents 
for each dollar of revenue. 

We believe that the railroads cannot improve their financial position through 
further general increases in rates. There are indications that in some instances 
they have “priced themselves out of the market.” 

I wish to urge that your committee give consideration to the report to the 
President by the Emergency Board in a matter identified as National Mediation 
Loard case A-4374, dated March 25, 1955. 

Here are a few of the statements made by the Board in its report: 

“There has been no comprehensive review and revision of the wage structure 
in the railroad industry since the days of World War I. 

“The fact that the railroad wage rate structure, for operating classifications, 
has received no comprehensive review for more than 30 years, and no systematic 
study for almost 20 years, alone suggests that it may well be obsolete and ill- 
designed for a modern railroad system. 

“Comprehensive reviews and revisions of wage structures have become com- 
mon in American industry in the past 10 years. BH. L. Oliver for the organiza- 
tion stated : 

“ ‘Most of the great industries in the United States have recast their wage 
structure fundamentally.’ 

“Many of these modernizations of wage structure have come to be regarded 
by both the affected unions and managements as a highly constructive contribn- 
tion to fewer grievances, to improved morale, and to better relations between 
the parties. 

“This comprehensive attention to wage structures has escaped the railway 
industry * * *. 
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“If the railroads are to maintain a strong place in the intense competition 
among transportation industries, their obsolete wage structure must be care- 
fully reviewed and revised.” 

On page 38 the Board made a recommendation as follows: 

“There should be established a Commission to review and to modernize the 
wage-rate structure of the operating classifications in the railroad industry, 
We believe that such a comprehensive review is long overdue and is essential 
to the correction of wage inequities, to mutually constructive industrial rela- 
tions and to the efficient operation of the railroads. It is recommended that 
such a commission be established in accordance with the principles and guide- 
posts outlined in the above discussion.” 

I sincerely urge your consideration of this report and the establishment of a 
Commission as recommended by the Emergency Board in the case referred to. 


THE PASSENGER TRAIN DEFICI£ INVESTIGATION 


In the passenger train defict investigation currently underway before the 
Interstate Commerce Commission under docket 31954, testimony is being sub- 
mitted by railroad officials relating to the inability of railroad management to 
obtain an equitable day’s work for a day’s pay under the basic day and overtime 
provisions, from enginemen and trainmen in passenger service of which state- 
ments by Mr. J. E. Wolfe, vice president, personnel, Chicago, Burlington & 
Quincy Railroad Co., and Arthur Van Wart, assistant director of labor relations 
of the New York Central Railroad, are representative. 

It appears that since World War II the several freight rate increases au- 
thorized by the Interstate Commerce Commission were allowed in part because 
of the large passenger deficits that have amounted to over half a billion dollars 
annually in recent years. 

Livestock producers and other agricultural shippers should not be made to 
pay higher freight rates to make up for the passenger deficits. 

Railroad wages and working rules vitally affect both the cost of passenger 
train service and cost of freight train service so shippers of freight by railroad 
are subjected to a double burden in having to bear the impact of railroad wages 
on both passenger service and freight service. 

That is why we contend that there is urgent need for immediate action and 
the appointment of an independent congressional commission appears to be a 
basic necessary step toward improvement in the railroad situation at this time. 

There are also other factors worthy of consideration in connection with the 
passenger deficit, such as elimination of unprofitable train service. We would 
favor the enactment of necessary legislation in this regard. 


REPEAL OF THE TAXES ON TRANSPORTATION 


We favor the repeal at the earliest possible time of both the tax on transporta- 
tion of 10 percent of transportation of persons, and 3 percent on transportation 
of property—which was imposed as a war measure in World War II. 

The tax on freight has become progressively greater due to the several suc- 
cessive freight rate increases that have more than doubled the rates in effect in 
1946. 

The tax casts an especially heavy burden on long haul shippers. Repeal would 
benefit both shippers and carriers. 

Repeal of paragraph (4) of section 15 of the Interstate Commerce Act. 

Paragraph (4) of section 15 of the Interstate Commerce Act is commonly 
referred to as the short-haul provision of the act. 

Briefly stated it contains a limitation on the power of the Interstate Commerce 
Commission to prescribe through routes. Under the provisions an originating 
carrier can retain the long haul over its lines or not as it may wish to do in any 
given case, use of the long haul as a bargaining factors for interchange of traffic 
by an originating carrier with a connecting carrier are not uncommon. 

As a result shippers are denied the use of the use of the shortest route via a 
connecting carrier if the originating carrier declines to permit it. 

Experience has shown that efforts to obtain relief to open up shorter routes 
have involved long and expensive proceedings before the Commission and the 
courts. 

The short-haul provision results in inefficient, and uneconomical and needlessly 
wasteful transportation via circuitous routes involving greatly increased operat- 
ing expenses which are reflected in the rates charged the shipping public. The 
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short-haul provision was enacted in 1910. The Commission was opposed to it at 
that time and has recommended repeal from time to time. It appears that the 
last time was 1952 in connection with S. 2782. (See Senate committee print, 
82d Cong., 2d sess., p. 168.) 

In 1987 the late Commissioner Joseph B. Eastman, then Federal Coordinator 
of Transportation, made a similar recommendation, which was concurred in by the 
Commission. 

The following is a quotation from the Federal Coordinator’s recommendation 
(8S. Doc. 152, 73d Cong. 2d sess. p. 94) : 

“Upon consideration, however, it appears that the Commission was right in 1910 
when it opposed the proviso in its entirety. Railroads have no private or pro- 
prietary rights with respect to the traffic which they originate, and railroad lines 
are built to furnish transportation service to the public. These lines ought to be 
used to the best public advantage, in the public interest, and the Commission 
ought to have full power to require their joint use with that end in view. It 
follows that the proviso should be entirely eliminated, as it already has been, in 
effect, where one of the participating carriers is a water line.” 

When the Transportation Act of 1940 was under consideration, Commissioner 
BHastman, then Chairman of the Legislative Committee of the Commission, again 
urged repeal of the short-haul provision in a joint letter to the chairmen of the 
committees in both the Senate and the House (House committee print, 76th Cong., 
3d sess., p. 47). 

The recommendation was not acted on and since then the short-haul pro- 
vision has been the subject of extensive controversy before the Commission and 
the courts. 

These associations have long been in favor of the repeal of the long-haul pro- 
vision and believe that such action would benefit shipper by making more direct 
routes available and promote more economical and efficient transportation by 
railroad. 

Therefore, we urge enactment of a bill to repeal paragraph 4 of section 15 of 
the Interstate Commerce Act. 


Senator SmatrHers. The committee will stand in recess until to- 
morrow night at 8 o’clock, when we will have a group of professors 
and economists who are going to give us the benefit of their views on 
this situation. And the meeting will be held in room G-16. 

(Whereupon, at 4:51 p. m., the subcommittee adjourned to recom 
vene at 8 p.m., Wednesday, March 26, 1958.) 
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WEDNESDAY, MARCH 26, 1958 


Untrep States SENATE, 
CoMMITTIEE ON INTERSTATE AND ForREIGN COMMERCE, 
SUBCOMMITTEE ON SuRFACE ‘TRANSPORTATION, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, at 8 p. m., in 
room G-—16, Capitol Building, Washington, D. C., Senator George A. 
Smathers, presiding. 

Senator Smaruers. The meeting will come to order. 

We have several more Senators on their way, but we never know 
when we are going to be interrupted for the necessity of another 
vote. So we will start. The railroads run at night, so the committee 
is running at night. 

All right. Our first witness is Dr. John H. Frederick, University 
of Maryland, College Park, Md. 

While Dr. Frederick is on his way up here, I may say for the record 
that this is our first night session. It is evidence of the fact that we 
are anxious to conclude these hearings as rapidly as possible, but not 
before we get the expressions of principle from some of these men 
who we know are experts and from certain Government witnesses. 
But there is a great sense of urgency in connection with all of this 

roblem and we are anxious to “conclude the hearings, thus we are 
iaving this night session. 

Dr. Frederick, we are delighted to hear from you, sir. You may 
proceed. 


STATEMENT OF JOHN H. FREDERICK, UNIVERSITY OF MARYLAND 


Dr. Frepertck. Thank you very much, Senator. My name is 
John H. Frederick. I am head of the department of business organi- 
zation and professor of transportation in the College of Business and 
Public Administration at the University of Maryland. My address is 
the University of Maryland, College Park, Md. I hold the degrees of 
bachelor of science in economics, master of arts, and doctor of  philos- 
ophy from the University of Pennsylvania. I have been invited by 
your chairman to testify at this hearing . 

I am concerned with various general aspects of the problem you 
are studying and which I believe merit your careful consideration. 

I filed a statement w ith the committee some time back and will 
hope that it will appear in the record, so I am not going to go over 
the whole thing. 

Senator Smaruers. We will make your statement in full a part of 
the record. 
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(The prepared statement of John H. Frederick is as follows :) 


My name is John H. Frederick. I am head of the department of business 
organization and professor of transportation in the College of Business and 
Public Administration at the University of Maryland. My address is the Uni- 
versity of Maryland, College Park, Md. I hold the degrees of bachelor of 
science in economics, master of arts, and doctor of philosophy from the Univer- 
sity of Pennsylvania. I have been invited by your chairman to testify at this 
hearing. 

I am concerned with various general aspects of the problem you are studying 
and which I believe merit your careful consideration. These are: (1) The 
need for a reappraisal of the Government’s responsibility for transportation pro- 
motion; (2) suggestions for improving the present situation where we find 
governmental promotional activities instituted with complete disregard for the 
regulatory objectives which have been prescribed by Congress; (3) the need 
for reappraisal of the present law governing labor relations in the transport 
industries; (4) the need of a new approach to the entire problem of transport 
regulations so that we may better adjust our national transportation policy to 
present conditions. 


I. The need for a reappraisal of the Government’s responsibility for 
transportation promotion 


Traditionally our Government has accepted the primary responsibility for 
promoting transportation in this country. This has generally taken the form 
of providing financial assistance and basic facilities. The aim has always 
been to obtain the highest standard of service at the lowest total cost to users 
warranted by the times and possible to provide according to the state of in- 
dustry in general and transportation facilities available. No one can deny 
that this has, throughout our history, been a most worthy governmental under- 
taking. The time has come, however, to take a good hard look at our Govern- 
ment’s responsibility for continued transportation promotion, particularly at 
this time, when we are embarked on the largest promotional activities ever un- 
dertaken in this country. I refer here to our highway program, the St. Lawrence 
seaway, and our airway program. 

Government promotion has varied in form and intensity from time to time, 
but it has had at least three forms: 

1. Outright subsidy through cash or other financial aid. 

2. The provision of facilities to be used by agencies of transportation. 

8. Promotional provisions in regulatory law and/or the interpretation 
of such laws for promotional purposes. 

So far, the advantages from governmental promotion have outweighed any 
defects which may have become apparent. Our gains have been: 

1. Advancing transportation facilities ahead of population growth, which 
followed from railroad promotion. 

2. Assuring growth of a new form of transportation ahead of the actual 
demand for the service or of consumer ability to pay for it, as typified by 
the airlines. 

8. Increasing public mobility, as typified by our highway programs. 

4. Assuring low-cost transportation, at least to certain segments of our 
population, as illustrated by inland-waterway development. 

Unfortunately, our promotional policies have not led to these gains without 
developing certain defects. These may be summarized as: 

1. Oversupply of facilities and services. 

2. Maladjustments of capacity to demand. 
3. Duplication of facilities. 

4. Wastes in construction costs. 

5. Inefficiencies in operation. 

It is apparent that the constructive results of Government promotion have 
been accompanied by wastes and by costs which go on long after the immediate 
needs giving rise to a particular piece of transport promotion have been satisfied. 
The chief reasons for this unsatisfactory state of affairs stem from the undiluted 
enthusiasm of much public promotion, from the lack of planning and controlled 
development, and from the continuance of promotion long after the infant stage 
of any transport facility has passed. 

The existence of public subsidy, the partner of nearly all promotional activi- 
ties, obscures the usual economic controls, and, when subsidies are granted to one 
form of transport and not to another or in unequal degrees, the users of the 
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facilities provided cannot make an economic choice of mediums. Every uneco- 
nomic choice by a shipper or traveler involves waste and tends, moreover, by 
its evidence of support to the less economic methods, to reinforce arguments for 
further aid. 

Government promotional programs not based squarely upon user needs and 
upon revenues derived from use tend to reflect political factors in too great a 
degree. This not only often produces wasteful multiplication of facilities and 
projects of highly doubtful economic utility, but also results in the neglect of 
other sections of the transportation system which may be more strategic and 
where congestion and bottlenecks exist because of the inadequacy of facilities. 

Our promotional policies concerning the several forms of transport are almost 
wholly uncoordinated. Each form is the responsibility of a separate agency 
which is not charged to consider the results upon the other forms of transport 
of anything it may promote. Our promotional agencies are really in competition 
with one another, and all are engaged in adding to the facilities over which 
services may develop competitive with our principal agency of transport—the 
railroads—and with each other. 

Railroads are no longer the subject of Government promotion, and no execu- 
tive agency has any direct responsibility for promoting them. Moreover, the 
promotional agencies are not obliged to consider the effects of their actions 
upon rail transport despite its vital role in our economy. Hence, the ability 
of the railroads to do at least a part of the job for which other agencies are 
being promoted, and perhaps more efficiently, tends to be neglected. 

Unfortunately, our promotional policy, though it has played a significant part 
in giving us the most ample provision of transport facilities in the world, has 
not produced an efficient transport system. 

The Government’s responsibility for transportation promotion needs a careful 
examination in the light of conditions of today. How much longer should pro- 
motion be carried on at public expense? How much longer can we stand for 
governmental promotion of transportation, resulting in waste of Government 
revenue, unjust burdens on taxpayers, overdevelopment of transportation facili- 
ties, unfair transport competition, diversion of traffic into uneconomic channels, 
along with confusion and instability in transportation rates? 

At least 23 agencies of the Government are concerned either with the promo- 
tion or regulation of transportation in this country and, sometimes, with both. 
They include: 


Reporting to the Congress: 
Interstate Commerce Commission 
Civil Aeronautics Board 
Federal Power Commission 
Reporting to the President: 
Office of Defense Management 
National Advisory Committee for Aeronautics 
Air Coordinating Committee 
Department of State 
Office of Transportation and Communication 
Department of Commerce 
Under Secretary for Transportation 
Coast and Geodetic Survey 
Weather Bureau 
Bureau of Public Roads 
Defense Air Transportation Administration 
Civil Aeronautics Administration 
Maritime Administration (Federal Maritime Board) 
Treasury Department 
Coast Guard 
Department of Defense 
Panama Canal 
Corps of Engineers 
Military Sea Traffic Service 
Military Air Traffic Service 
Military Traffic Management Authority 
Post Office Department 
St. Lawrence Seaway Corporation 
Federal Civil Defense Administration 
Transportation Office 
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This listing provides the basis for answering any questions as to the desir- 
ability of coordination of some kind among our independently operating Govern- 
ment agencies dealing with transportation. These agencies came into being at 
various times during the past 70 years, some directly by act of Congress, some to 
administer functions relating to transportation stemming from acts of Congress, 
and some to fulfill an executive need at a particular time. 

For the most part, each succeeding agency was established to fulfill an eco- 
nomic, social, or military need at the time, or in response to the pressures of 
groups interested in the creation of such an agency with no necessary regard to 
its relationship to other Government agencies dealing with transportation which 
had been previously established. 

Likewise, and of greater consequence, the functions and responsibilities as- 
signed to these agencies were usually not set with any regard or consideration 
of functions and responsibilities assigned to previously established agencies deal- 
ing with transportation. As a result, the actions of one agency, discharging 
its responsibilities in full response to the law, rule, or regulation which created 
it for a particular purpose at a particular time and set forth its responsibilities, 
inevitably acted at some time or another in a manner inimical to the responsi- 
bilities of another agency created for another transportation purpose. 


II. Suggestions for improving the present situation where we find governmental 
promotional activities instituted with complete disregard for the regulatory 
objectives which have been prescribed by Congress 


The first suggestion made by some, is to entirely discontinue public expendi- 
tures for purposes of promoting transportation. I cannot agree with this be- 
eause this procedure would not eliminate such promotional moves as subsidies 
already granted, and it would prevent prevent the advancement of Government 
funds which can be justified, when facilities are needed for the improvement 
of the national defense or social conditions; when projects of multiple purpose, 
including transportation, can pay their way as a whole, yet are not attractive 
to private enterprise or when the Government appears to be the only practicable 
agency for the collection and expenditure of moneys, as in the case of high- 
ways. 

In place of an entire discontinuance of public expenditures for the promotion 
of transportation what we need now is greater coordination between those 
agencies concerned with the matter of promotion and matters of regulation. 
This need for coordination has led some to suggest a complete reorganization 
within the Federal Government insofar as the administration of both promo- 
tional and regulatory functions are concerned. It has been suggested that 
to effectively coordinate Government activity the promotional and regulatory 
functions for all types of transportation should be brought together in 1 or 2 
agencies. If two, one would logically be a planning and promotional agency 
and the other a regulatory agency. But whatever is done it is essential to the 
proper coordination and development of transportation policy that unification 
of the administrative machinery of Government be achieved. We cannot go on 
much longer as we have been going. 

It is inevitable that to the extent that Government coordination is achieved, 
to that extent will inconsistencies and anomalies be revealed. It is equally 
inevitable that in the approach toward resolution of the problems presented 
and in attempting to reconcile the various conflicting or antagonistic policies 
and regulations which affect the various portions and activities of the transpor- 
tation industry, certain segments of the transport industry may well end up 
in a better or worse economic position either relatively or absolutely. 

To serve any usefulness, however, coordination must take place with the goal 
of benefiting the Nation and the public generally, not only certain highly vocal 
and politically persuasive individual groups. Though this may be considered 
a utopian approach, it is a certainty that without this as the purpose for and 
goal of a coordination of promotional policy at least, than such efforts can 
achieve solely the less important goal of greater governmental administrative 
proficiency. 

The end to be achieved in producing greater coordination among the various 
Government agencies which by law directly influence, compete with, or regulate 
private transportation is to achieve a national transportation system by water, 
highway, air, rail, and pipeline adequate to meet the needs of the commerce 
of the United States, of the postal service and of the national defense. By 
whatever method this coordination is to be achieved the result must not imperil 
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private ownership nor infringe upon the constitutional separation of.the legis- 
lative, judicial, and executive functions of the Government. 

Further coordination is not for the purpose or to the end of economic dictator- 
ship or to consider all and every social or economic consequence but only to the 
end that the transportation system is adequate to the needs expressed in our 
national transportation policy. Corollary to this is that there is no necessity for 
promoting or protecting any portion of the total transporation system which is 
not essential to one of our needs. 

Along with greater coordination in our promotional activities goes another 
suggestion. This is that the Federal Government continue to promote transpor- 
tation, chiefly through the provision of basic facilities where needed in the public 
interest, but that all forms of transportation should from now on be placed on a 
user charge basis. Under this plan, aids would be stated in terms of annual 
costs, and the users of publicly provided facilities would be required to cover these 
costs through charges as closely related as possible to use. So far as the rail- 
roads are concerned, there would be no essential change because rail service is 
already financed on a user basis. Airlines would pay adequate fees for the use 
of airways and airports. Water carriers would pay tolls. Highway users would 
pay charges on a differential cost basis determined in a manner so that the por- 
tion of total highway expense for construction and maintenance attributable to 
each class of vehicle would be borne by it. 

Financing transportation on a user basis seems sound to me and has important 
advantages : 

1. It distributes the cost of transportation more equitably among the people. 

Those who derive direct benefits from transportation pay the cost thereof, while 
the general taxpayer is relieved of the burden of a service from which he may 
gain little or nothing. 

2. It tends to reduce waste. When it is understood that all expenditures for 
transportation are to be fully reproductive, less money is likely to be squandered 
on uneconomic projects. 

3. It places all means of transportation more nearly upon a plane of com- 
petitive equality. This is not only fairer to the investors in unpromoted or 
unaided enterprises, but it also promotes the distribution of traffic according to 
the relative economy and fitness of carriers. User charges do not alone assure 
=" equality, yet there is greater equality with such charges than without 
them. 

Proper determination of user charges requires a distinction between future 
and past investments. Future expenditures for transportation should not be 
made unless it is reasonably certain that the resultant traffic will be of suffi- 
cient volume to enable users to bear all costs, including interest on the invest- 
ment. If such objective is to be attained, public bodies must define ends more 
rationally, exercise greater care in estimating costs, and make more accurate 
predictions of traffic. As for past investments, user charges should be based 
on what the traffic will bear. Since capital has already been sunk, user pay- 
ments need not cover investment cost unless the traffic will stand all costs 
without being diverted or destroyed. But operating and maintenance expenses 
must be met. If this is not possible, the project should be abandoned. 




































III. The need for reappraisal of the present law governing labor relations in 
the railroad industry 





The present law governing railroad labor relations needs revision as we now 
have a decided conflict between labor policy, as now administered and the 
national transportation policy. Not only on the railroads but in every type of 
transport, labor is a vital part of cost and labor’s performance, therefore, can 
materially affect the attainment of any general objectives of policy. A rega- 
latory body can give approval to rates reflecting the increase in cost produced 
by a wage increase or by changes in working rules, but it cannot insure the 
maintenance of economy and efficiency of transportation. 

Both of these ends may be seriously affected or impaired by working rules 
imposed on the carriers by labor organizations, that not merely increase the 
amount of labor which must be employed; but also reduce the utilization of 
plant and equipment. Wage rates themselves must, of course, continue to be 
arrived at through bargaining, but the issues would be narrowed and clarified 
if the working rules and their interpretation were made the subject of regula- 
tion by such an agency as the Interstate Commerce Commission. Certainly 
they are affected by the public interest since they involve both the efficiency and 
safety of the transportation plant. 
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This suggestion will probably find no approval among the labor organizations 
but I consider it to be in the long-run interest of labor itself. 


IV. The need for a new approach to the entire problem of transport regulation 
so that we may better adjust our national transportation policy to the present 
conditions 


What we need is an objective approach to the entire problem so that we may 
adjust our national transportation policy to the following conditions: 

(1) The financial position of the majority of carriers, by water, rail, high- 
way, and air is deplorable, despite the volume of peacetime traffic, and the 
higher level of rates. With few exceptions, the transportation industry is being 
driven into a vise of constantly increasing costs and wholly inadequate revenues. 

Heavy capital expenditures and unusually high operating expenses in the last 
few years account only in part for the accelerated decline in net income. The 
trend is deep seated and not of recent origin. We are faced with the problem of 
matching the physical and financial structure of the industry, much of which is 
static, with shifting areas of production and constant changes in the system of 
distribution used by agriculture and industry. 

(2) On the one hand we have too much regulation, which neither permits free- 
dom of managerial control nor operates to accomplish the aims of national pol- 
icy, as set forth in the well-intended, though beclouded, declarations of Congress. 
On the other hand, it would be difficult to visualize how the transportation in- 
dustry, as now constituted, could become responsive to even the most efficient 
regulatory procedures. There are hundreds of separately incorporated carriers, 
each striving for its share of the traffic. There is not enough tonnage to go 
around in peacetimes. 

Drastic regulation of competing services is not the solution of the transporta- 
tion problem. Regulation is expensive. It is bureaucratic. Once established it 
expands and it paralyzes private initiative without offering constructive leader- 
ship. The Government cannot, for the sake of any one agency of transportation, 
invent and apply to its competitors either regulation or burden on the theory 
of handicapping all in a race. 

(3) Common carriers are subject to the same play of economic forces as all 
other business enterprises. Regulation cannot control economic law. Regula- 
tion can fix rates but it cannot control production and consumption. Regula- 
tion can fix pay and working rules but it cannot guarantee employment. A de- 
cision must be reached as to just how far regulation should extend in the public 
interest, and the areas of freedom which should be permitted management in 
its efforts to comply with economic forces. 

(4) If Congress regulates transportation in the public interest it must as- 
sume responsibility for the results of such regulation; it must provide for a 
sound credit structure of the industry as a whole if private ownership is to be 
preserved. Regulation, matched with economic trends, should afford all types 
of carriers an opportunity to earn a fair return. No one can assume authority 
without accepting responsibility. Existing transportation conditions speak for 
themselves to say that Federal regulation has left something to be desired. 

(5) There is a choice between the two philosophies of control: (@) regulated 
monopoly, which we have had in the past; or (b) regulated competition, which 
we now have. If the latter is continued, the problem narrows down to a deter- 
mination of the character and extent of competition that is receptive to fair 
and just regulation. 

For example, the railroad franchise created an effective and complete monop- 
Oly against which transportation users had no defense. Rigorous governmental 
control was inevitable. It took two forms; first, an effort to foster competition 
among different railroads and create and maintain, by Federal financial aid, 
other forms of competing transportation; second, an intense regulatory control 
of the railroads themselves. To the extent that the monopoly inherent in the 
railroad franchise was a menace, it is of the utmost importance to realize that 
current railroad regulation safely controls it. 

Other safeguards have, however, appeared. With increasing effect the other 
methods of transportation are providing convenient and efficient services. In- 
land water, motor carriers, and airlines are all making bids for both the vol- 
ume and less-than-carload traffic of the railroads; this poses the question as to 
what extent we shall depend upon regulation to protect the public interest. 

(6) The most significant change in the transportation picture during the past 
25 years has been brought about by the advent of private and contract carriers. 
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While this transportation serves some fields of distribution more conveniently 
and economically than the common carrier, it nevertheless exercises a broad 
competitive influence in other fields upon which the common carrier is wholly 
dependent for its traffic. 

Hence, a modern national policy should, so far as possible, place common car- 
riers, as a whole, in a position to offer the type of service required by ship- 
pers and travelers at no greater cost than they can provide that service for 
themselves. This parity should, however, be achieved without legislative restric- 
tion against private carriers (the user performing transportation of his own 
goods for his own account) except for safety purposes. 

In approaching the many problems, it must be realized that they involve a 
general transportation system, a system composed of important competing 
agencies. The problems are, moreover, complicated by the fact that each type 
of transportation is capable of performing a service that in some respects has 
advantages over all its competitors. This makes the transportatiton problem 
of this Nation essentially one of competition. 

All types of transportation facilities, vested with a public interest as com- 
mon carriers of persons and property, have been brought under Federal juris- 
diction. As one reviews the development of regulation it is clear that the theo- 
retical aspects of public interest in transportation have been considered but 
that the importance of not taking any action, either in a business or legisla- 
tive way, without considering the practical aspects of the problem, has out- 
weighed other factors. 

While the theoretical public interest—‘“the greatest good for the greatest 
number”’—had undoubtedly been discussed many times, the fact remains that 
most of the definite action taken with respect to all forms of transportation, 
either by the carriers themselves, legislative bodies, commissions, or the courts, 
has been primarily the result of a compromise between the conflicts of the various 
opposing interests—carriers, shippers, and investors. Public interest, in any 
sense of that term, cannot be achieved by granting to each interested group 
whatever it may desire. It is difficult to form a national transportation policy 
out of such a conflict. 

Public policy on transportation, as on anything else, should be established 
through unprejudiced analysis of the facts by a legislative body, interpretation 
of the laws by the courts, and the acts of the administrative divisions of the 
Government. The duty of the Government is to provide for adequate regulation 
of all forms of transportation on as nearly equal terms as is practical through 
the means of removing outmoded regulations rather than imposing new ones. 

This Nation cannot prosper, and can scarcely exist, without an adequate and 
efficient system of transportation. Therefore, in the light of profound changes 
in the economy of the transportation industry and its relation to the country, it 
is apparent that we must adjust legislation and administrative control to the 
new conditions of today and those of the foreseeable future. Moreover, this 
should not be much longer delayed. 


Senator Smatuers. You can proceed any way that you like. 

Dr. Frepertck. The first of these four points that I believe merit 
your attention is the need of a reappraisal of the Government’s respon- 
sibility for transportation promotion. Traditionally our Government 
has accepted the primary responsibility for promoting transportation 
in this country. That has taken various forms, provision of financial 
assistance, provision of basic facilities, but the aim has always been to 
obtain the highest standard of service at the lowest total cost to users, 
which is warranted by the times and possible to provide according to 
the state of the industry in general and transportation facilities that 
are available. 

Now, no one can deny that this has, throughout our history been a 
most worthy governmental undertaking, but the time has come, I 
think, to take a good look at our Government’s responsibility for con- 
tinued transportation promotion, particularly when we are embarked 
on the largest promotional activities we have ever undertaken. 

I refer here to our highway program and to the St. Lawrence sea- 
way and to our tremendous airway program. 
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Now, it is apparent that various constructive results have come out 
of Government promotion, but also that these have been accompanied 
by certain wastes and costs which go on long after the immediate 
needs which gave rise to a particular piece of transport promotion 
have been satisfied. 

The chief reasons for this unsatisfactory state of affairs stem from 
the undiluted enthusiasm of much public promotion, from the lack 
of planning and lack of controlled development, and from the con- 
tinuance of promotion long after the infant stage of any transport 
facility has ten assed. 

The existence of public subsidy, which is the partner of nearly all 
promotional activities, obscures the usual economic controls, and 
when subsidies are granted to one form of transport and not to an- 
other, it leads to the users, oftentimes, of these facilities being unable 
to make an economic choice of the medium which they want to use. 

Every uneconomic choice by a shipper or traveler involves ways, 
and tends, moreover, by its evidence of support, to the less economic 
methods to reinforce arguments for further aids. 

So, Government promotional programs which are not based 
squarely upon user needs and upon revenues derived from use tend to 
reflect political factors in too great a degree, which often produces 
wasteful multiplication of facilities and projects of rather doubtful 
economic utility and results, perhaps, in the neglect of other sections 
of the transportation system which might even be more strategic and 
where we already have bottlenecks ra congestion because of inade- 
quacy of facilities. 

Now, there is another aspect to our promotional policies concern- 
ing the several forms of transport, and that is that they are almost 
wholly uncoordinated. Each form is the responsibility of a separate 
agency, and that agency is not charged and each of these individual 
agencies are not charged to consider the results upon the other forms 
of transport of anything they may promote. You might say that 
our promotional agencies are reat in the competition with one 
another and all are engaged in adding to the facilities over which 
services may develop, which become competitive with all the services 
already in existence. 

Unfortunately, our promotional policy, though it has made a sig- 
nificant part in giving us the most ample provisions of transportation 
facilities in the record, hasn’t produced an efficient transportation 
system. So I believe that the Government’s responsibility for trans- 
portation promotion needs a very careful examination in the light of 
conditions of today. I wonder how much longer we can carry on 
promotion at public expense, how much longer we can stand for gov- 
ernmental promotion of transportation resulting in waste of Govern- 
ment revenue, unjust burdens on taxpayers, even overdevelopment of 
transportation facilities, unfair transport competition, diversion of 
traffic into uneconomic channels, along with confusion and instability 
in transportation rates. j 

So I feel that this is a very important topic which should receive 
the careful consideration of any body such as this. 

Now, the second of these areas which I think we need to look into 
concerns suggestions for improving the present situation where we 
find these governmental promotional activities instituted with com- 
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plete disregard for the regulatory objectives which have been pre- 
scribed by the Congress. 

Some people suggest that what we ought to do to correct this 
siuation is to entirely discontinue public expenditures for purposes 
of promoting transportation. I can’t agree with this because I think 
that such a procedure would not eliminate the promotional moves 
which have already been made, or would certainly not eliminate 
subsidies already granted, and it would tend to prevent the advance- 
ment of Government funds which can be justified when facilities are 
needed for the improvement of the national defense or social condi- 
tions, or when projects of multiple purpose, including transportation, 
can pay their way as a whole, but aren’t attractive to private enter- 
prise, or, when they Government appears to be the only practicable 
agency for the collection and expenditure of money. For example, as 
in the case of highways. 

So I would suggest that in place of an entire discontinuance of 
public expenditures for the promotion of transportation, what we need 
now is a greater coordination between those agencies concerned with 
the matter of promotion and matters of regulation. And this need 
for coordination has led some to suggest a complete reorganization 
within the Federal Government insofar as the administration of both 
promotional and regulatory functions are concerned. 

Now, it is inevitable that to the extent that Government coordina- 
tion is achieved, to that extent will inconsistency be revealed. And it 
is equally inevitable that in the approach toward resolution of the 
problems presented, and in attempting to reconcile the various con- 
flicting or antagonistic policies and regulations which affect the various 
portions and activities of the transportation industry, certain segments 
of the transportation industry may well end up in a better or worse 
economic position either relatively or absolutely. 

To serve any usefulness, however, coordination must take place 
with the goal of benefiting the Nation and the public generally, not 
only certain highly vocal and politically persuasive groups. Though 
what I suggest may be considered a utopian approach, it is a certainty 
that without this as the purpose for and goal of a coordination of 
promotional policy at least, then such efforts can achieve solely the 
less important goal of greater administrative proficiency in the govern- 
mental agencies. 

Now, along with the greater coordination in our promotional activi- 
ties goes another suggestion. This is that the Federal Government 
continue to promote transportation, chiefly through the provision of 
basic facilities where needed in the public interest, but that all forms 
of transportation should, from now on, be placed on a user-charge 
basis. Under this plan aids would be stated in terms of annual costs, 
and the users of publicly provided facilities would be required to cover 
these costs through charges as closely related as possible to use. Fi- 
nancing transporation on a user basis seems sound to me and has more 
advantages, only three of which I will mention. 

First, it distributes the cost of transportation more equitably among 
the people. Those who derive direct benefits from transportation pay 
and cost thereof, while the general taxpayer is relieved of the burden 
of a service from which he may gain little or nothing. 
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Secondly, it tends to reduce waste. When it is under that all ex- 

nditures for transportation are to be fully reproductive, less money 
is likely to be squandered on uneconomic projects. 

Third, it places all means of transportation more nearly upon a plane 
of competitive equality. This is not only fairer to the investors in 
unpromoted or unaided enterprises, but it also promotes the distribu- 
tion of traffic according to the relative economy and fitness of carriers. 

User charges do not alone assure competitive equality, yet there is 
greater equality with such charges than without them. 

The third area to which I wish to address myself is concerned with 
the need for reappraisal of the present law governing labor relations 
in the railroad industry. 

The present law governing railroad labor relations needs revision 
and as we now have a decided conflict between labor policy, as now 
administered, and the national transportation policy. Not only on 
the railroads, but in every type of transport, labor is a vital part of 
cost, and labor’s performance, therefore, can materially affect the 
attainment of any general objectives of policy. 
'. A-regulatory body can give approval to rates reflecting the increase 
in cost produced by a wage increase or by changes in working rules, 
but it cannot insure the maintenance of economy and efficiency of 
transportation. Both of these ends may be seriously affected or im- 
paired by working rules, imposed on the carriers by labor organiza- 
tions, that not merely increase the amount of labor which must be em- 
ployed, but also reduce the utilization of plant and equipment. Wage 
rates, themselves, must, of course, continue to be arrived at through 
bargaining, but the issues would be narrowed and clarified if the 
working rules and their interpretation were made the subject of 
regulation by such an agency as the Interstate Commerce Commission, 
for example. Certainly these working rules and their interpretation 
are affected by the public interest, since they involve both the efficiency 
and safety of the transportation plant. Labor and particularly trans- 

rtation labor, has never been noted as an advocate of the public 
interest. However, since its one overriding concern has been the 
protection of jobs, that probably has come naturally. 

This suggestion will probably find no a Soma, among the labor 
organizations, but I consider it to be in the long run interest of labor, 
itself. If something isn’t done along these lines or present conflicts 
resolved in some other manner, the effect on employees must sooner 
or later accept the facts of life that an unprofitable business unassisted 
cannot go on indefinitely issuing pay checks and protecting jobs. 

The fourth and last area to which I wish to speak is concerned 
with the need for a new approach to the entire problem of transport 
regulation so that we may better adjust our national transportation 
policy to the present conditions. What we need is an objective 
approach then to the entire problem along these lines, or to correct, 
let us say, or deal with these conditions: 

First, the financial position of the majority of carriers, all carriers, 
by..water, rail, highway, and air, is deplorable, despite the volume of 


traffic we have had in these last few years, and despite the fact that 
we have had a higher level of rates, at least for all carriers except cer- 
tain segments of the air transport industry. 

But with few exceptions, the transportation industry has been 
driven into a vise of constantly increasing costs and wholly inadequate 
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revenues, heavy capital expenditures and unusually high operating 
expenses in the last few years account only in part for the accelerated 
decline in net income. Now, this is a deep-seated trend. It isn’t 
something of recent origin, and we are faced with the problem of 
matching the physical and financial structure of the industry, much 
of which is stacked with shifting areas of production and constant 
changes in the system of distribution used by agriculture and industry. 

Now, the second condition which I believe we should bear in mind 
is that on the one hand we have too much regulation, which neither 
permits freedom of managerial control nor operates to accomplish 
the aims of the national policy, as set forth in the declarations of 
Congress. 

On the other hand, it would be difficult to visualize how the trans- 
portation industry, as now constituted, could become responsive to 
even the most efficient regulatory procedures. There are simply hun- 
dreds of separately incorporated carriers, each striving for its share 
of the traffic, and there is not enough tonnage to go around in peace- 
time. 

Thirdly, we should always bear in mind that common carriers are 
subject to the same policy of economic forces as all other business 
enterprises. Regulation cannot control economic law. Regulation 
can fix rates, but it cannot control production and consumption. 
Regulation can fix pay and working rules, but it cannot guarantee 
employment. So a decision must be reached as to just how far regu- 
lation should extend in the public interest and the areas of freedom 
which should be permitted management in its efforts to comply with 
the economic forces. 

As a corollary to this, point four, if Congress regulates transporta- 
tion in the public interest, it must assume responsibility for the results 
of such regulation; it must provide for a sound credit structure of 
the industry as a whole if private ownership is to be preserved. Regu- 
lation, matched with economic trends, should afford all types of car- 
riers an opportunity to earn a fair return. 

My fifth point is that there is a choice—— 

Senator Smaruers. May I interrupt you right there? That ques- 
tion—did you say regulation—should afford to all carriers an oppor- 
tunity for an economic return ¢ 

Dr. Freperick. To earn a fair return. 

Senator Smatuers. Suppose that the situation were such that in 
order to let one mode of transportation make a profit, and to operate 
what we will say economically and for benefit to themselves it could 
result in driving out some other noncompetitive mode of transporta- 
tion, do you think that we should permit that? In other words, how 
far should the forces of free competition be permitted to operate? 

Dr. Freperick. I feel that if the circumstances which you suggest, 
if, under the circumstances you suggest, if the carrier that was to be 
driven out of business was driven out of business because its rates were 
higher than the other carrier, and due to their inability to bring them 
down, why, it would be an uneconomic carrier and it should go out of 
business. 

Senator Smatuers. All right, sir. 

You go ahead. 
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Dr. Freperickx. Now, there is a choice between the two philosophies 
of control, regulated monopoly, which we have had in the past, regu- 
lated competition, which we now have. 

If we are to continue with regulated competition, the problem nar- 
rows down to a determination of the character and extent of competi- 
tion that is receptive of fair and just regulation. 

Competition has risen from a position of some insignificance in 
a past to, I believe, the major factor in our present transportation 
problem. 

Lastly, let me refer to what I considered the most significant change 
in the transportation pictured during the past 25 years, and that has 
been brought about by the advent of private and contract carriers serve 
some fields of distribution more conveniently and economically than 
the common carrier. 

It, nevertheless, exercises a broad competitive influence in other 
— upon which the common carrier is wholly dependent for its 
traflic. 

Hence, a modern national policy should, so far as possible, place 
common carriers, as a whole, in a position to offer the type of service 
required by shippers and travelers at no greater cost than they can 
provide that service for themselves. This parity should, however, 
achieved without legislative restriction against private carriers, that 
is those who perform transportation for their own goods, for their own 
account, except of course for safety purposes. 

Now, as one reviews the development of regulation it is clear that the 
theoretical aspects of public interest in transportation have been con- 
sidered, but the importance of not taking any action either in a busi- 
ness or legislative way, without considering the practical aspects of 
the problem, has outweighed other factors. While the theoretical 
public interest has undoubtedly been discussed many times, the fact 
remains that most of the definite action taken with respect to all forms 
of transportation, either by the carriers, themselves, or by legislative 
bodies, or by commissions or by the courts, has been primarily the 
result of a compromission between the conflicts of the various opposing 
interests, carriers, shippers, and investors. 

Public interest, in any sense of that term, can’t be achieved by 
granting to each interested group whatever it may desire. It is diffi- 
cult to form a national transportation policy out of such a conflict. 
The duty of the Government, as I see it, is to provide for adequate 
regulation of all forms of transportation on as nearly equal terms 
as is practical through the means of removing outmoded regulation 
rather than imposing new ones. 

Because certainly I think we can all agree that this Nation can’t 
prosper and can scarcely exist without an adequate and efficient sys- 
tem of transportation. Therefore, in the light of the enna 
changes in the economy of the transportation industry and its rela- 


tion to the country, it seems apparent that we must adjust legislation 
and administrative control to the new conditions of today and those 
of the foreseeable future. 
Moreover, this should not be much longer delayed. Thank you 
very much, gentlemen ; that is the end of my prepared remarks. 
Teoahen MATHERS. Thank you very much, Dr. Frederick. 
Senator Schoeppel, do you have any questions? 
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Senator Scuorerren. Dr. Frederick, I am sorry I was a little late 
getting here. What would you consider to be outmoded forms of 
transportation ? 

Dr. Freperick. Well, I would go along it this way: I don’t be- 
lieve that any of our standard forms of transportation, rail, water, 
air, pipeline, or 

Senator Lauscue. Truck. 

Dr. Frepertck. Or what? Highway, excuse me—are outmoded at 
all. I think we need all forms of transportation. 

Senator ScHorrre,. Do you consider that, say, a parallel line of 
a railroad along a waterway would practically outmode the waterway 
travel ? 

Dr. Frepertck. No, not necessarily. 

Senator ScHorrpreL. You used that phrase and I was wondering 
just how. 

Dr. Freprricx. I was referring more to outmoded types of regu- 
lation rather than transportation, itself. 

Senator Scuorrret. I see. 

Dr. Freperick. In other words, by an outmoded form of regula- 
tion, I refer to our present occupation with the monopolistic side of the 
transportation picture, which I don’t believe is as important today as 
it was a number of years ago. 

Senator Scuorrrent. Did you cover in the first part of your state- 
ment the matter of consolidations? Do you think consolidations of 
competing lines and parallel lines would be a good thing in the public 
interest ? 

Dr. Frepertck. Yes, I think that we are going to have to have 
certain consolidations, of parallel lines, as you say and competing 
lines. 

Senator Scuorrren. Especially where they are duplicating in a 
sense. 

Dr. Frepertck. That is right; yes, sir. 

Senator Scuorrre.. I presume that would be your 

Dr. Frepertck. That is my idea. 

Senator Scuorrret. Thank you very much. 

Senator Smaruers. I might say, before you start, that we have some 
seats up here at the press table, you people standing in the back of the 
room. 

Senator Lauscue. Dr. Frederick, having in mind present-day Fed- 
eral regulations and present-day subsidies, what is your opinion con- 
cerning the question whether the publie interest is being adequately 
protected ? 

Dr. Frepertck. Well, I think the public interest is being adequately 
protected from the point of view of providing us with a very fine sys- 
tem of transportation. We have probably the finest system of trans- 
portation in the world. But the question comes up in my mind, as to 
whether we can afford to keep such a fine system of transportation in 
existence with all that it entails in public aid, which I referred to in 
the first part of my statement, and all of those things which are in- 
volved in promoting the various forms of transportation. 

Senator Lauscue. Are you of the opinion that there isn’t being 
loaded on to the public excessive charges because of this objective of 
maintaining four modes of transportation, and in a certain degree 
restricting them from indulging in full competition ? 
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Dr. Frepertck. Do you refer, sir, to the charges that are made by 
the various forms of transportation ¢ 

Senator Lauscue. Yes. That is the national policy of maintaining 
the four modes and not allowing any one of shader to charge a rate 
upon which they can make a profit if it is likely to have a serious 
impact upon the ability of a competing mode to continue? 

r. Frepertck. My opinion is that we might very well do away with 
umbrella that we are now holding over any form of transportation. 
Let the transportation facilities stand on their own feet on a full-cost 
basis. By that I would mean, of course, that they would pay user 
char, for the publicly supplied facilities, that all costs would be 
me ved that would be involved in any particular rate that they might 
make. 

And if they do that, then we will see emerge the economic form of 
transportation for each type of product which we want to ship or 
each form of transportation that we want to use. 

Senator Lauscur. Would the removal of the umbrella policy inure 
to the benefit of the public ? 

Dr. Freverick. It might in the long run. I think if we can get 
down to the basis of the economic carrier, we will benefit as shippers 
and travelers. 

It will, in the long run, I think be to the benefit of the public. 

Senator Lauscur. Now, then, coming to the question of user 
charges, I didn’t hear all of your testimony on that subject. But is 
it your opinion that the failure to make these user charges rise for 
one mode or more than one mode an advantage, a competitive ad- 
vantage in the operation of their business ? : 

Dr. Frepertck. It most certainly does. 

Senator Lauscue. Did you, in your paper, point out specifically 
what you had in mind in discussing the advantage that comes to one 
at the expense of another ? 

Dr. Frepertcx. No, I didn’t go into detail on that. My statement 
was concerned more with the specific advantages that would come 
to the country as a whole if we did have user charges for all forms 
of transportation on all publicly supplied facilities. 

Senator Lauscue. Now, taking the air transportation, No. 1, we 
provide a direct subsidy in operation for some; No. 2, we help build 
airports; No. 3, we provide traffic directions with respect to the 
weather. 

Would you mind discussing your views on those three modes of 
help that is now being provided, and what the impact is of those 
modes of help upon competitive transportation ? 

Dr. Frevertck. Well, in the first place, I believe that the air trans- 
port industry has grown out of the infant stage and that our historic 

olicy of helping new transportation facilities get a foot, get a 
hold. and get started in the interest of the general public, national 
defense, commerce, and all of that, I believe they are out of that 
stage. So I would advocate and do advocate that they pay user 
charges on the airways, that they pay more adequate charges at the 
airports, and that those carriers which are now receiving a subsidy, 
which are largely the local service carriers and some of the specialized 
types of carriers, that they be made to show, to a greater extent than 
hey have, the public need for that type of aid. That would, then, 
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put the carriers by air on a basis which was fair and square and 
which would mean that their rates would reflect their costs. 

Senator Lauscue. Now, —— the barge lines, testimony has 
been presented that much of the Federal money in the development 
and improvement of the navigable waters is spent for objects that 
have no relationship to the use that the barge carriers make of the 
waters. Have you given that subject any thought, whether there 
are or are not aaeiaitones made by the Federal Government which 
absolutely and directly serve only the barge carriers? 

Dr. Freperick. I am sure that there are such expenditures made 
which serve only those who are shipping by water and are operating 
barges on the inland waterways, particularly. 

Senator Lauscne. And you believe that in fairness to competing 
modes of transportation, and in fairness to the taxpayer of the country, 
there ought to be a recoupment made of those expenditures through 
user charges ? 

Dr. Frepericx. Senator, I wouldn’t attempt to recoup what has 
already been spent. 

Senator Lauscne. I haven’t that in mind. 

Dr. Frepertck. That issunk. But I do feel that on any new project 
the expenses which are involved should be recouped by user charges 
on the waterways, and I do feel that some user charge should be 
placed on the waterways, on the users of waterways right away, start- 
Ing right away. 

Senator Lauscnue. All right. 

Now, then, getting down to the truck operators, have you given 
that subject adequate study to be able to express an opinion whether 
or not the user charges which are now a part of the Interstate High- 
way department program are adequate ? 

Dr. Frepertck. No; I haven’t formed an opinion on that. I think 
that there are studies now underway by the Bureau of Public Roads 
which will give us the facts, but I have a suspicion that we will find 
that from the point of view of the heavier vehicles, that they are 
not paying the fair charge. In fact, I think the automobile driver 
is paying more than he should, probably. Now, that is only m 
thought on it, based on previous surveys that we have had. But the 
studies that are now underway, I think, will give us some basic infor- 
mation where we can come to a real understanding. 

Senator Lauscue. All right. 

Now getting to the railroads, are you able to state from your analysis 
of their operations whether or not there are subsidies provided for 
them that ought to be recouped ¢ 

Dr. Frepertck. Right now it is my feeling that the railroads are 
subsidy free. I don’t think user charges would affect the railroads at 
all. I think they are on a user charge basis now. 

Senator Lauscur. And what isthe user charge base that they are on? 

Dr. Frepertck. Well, in other words, the rate that they charge takes 
into full extent and full account all of the costs which are involved. 
There is nothing that they use in their right-of-way which could be 
pictured in the same view as like, say, an airway or something like 
that. In other words, they are paying their full expenses and that 
has to be reflected. 

Senator Lauscur. They have to maintain their right-of-way, main- 
tain their terminals and they built them and so forth. 
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Dr. Frepericx. That is right. 

Senator Lauscue. Have you had called to your attention the order 
that was issued by the Bureau of the Budget requesting the various 
departments of the Federal Government, that have relationship to the 
regulation and administration of transportation, to make a study to 
see how and where recoupment could be made of subsidies? 

Dr. Frepprick. I haven’t seen the order, sir, but I know there are 
studies like that going on. 

; a Lavuscue. You are connected with the University of Mary- 
and ? 

Dr. Frevericx. That is correct. 

Senator Lauscur. How long have you been with the university ? 

Dr. Freprericx. Twelve years. 

Senator Lauscue. And as a professor of business ? 

Dr. Freprricx. I have been professor of transportation at the Uni- 
versity of Maryland for 12 years. Prior to that time I was at the 
University of Texas, and before then I was at the Wharton School of 
the University of Pennsylvania. 

Senator Lauscuz. Have you any connections outside of your pro- 
fessorship that would have an influence upon the testimony which you 
are giving here tonight ? 

Dr. Frepericx. Not at all. Iam speaking entirely for myself. 

Senator Lauscuer. And that is, you feel that you are viewing this 
objectively ? 

r. Freperick. That is correct. 

Senator Lauscue. Now, what is your opinion concerning the sug- 
gestion made by the railroads that they ought to be granted the right 
to engage in diversified modes of transportation subject, of course, to 
the controls of the Interstate Commerce Commission ? 

Dr. Freperrick. I am in favor of it. 

Senator Lauscne. Can we have your reasons for that judgment ? 

Dr. Freprrick. Yes. Yes, I think in the long run—in fact, I was 
in favor of it back in 1935—I think in the long run there are many, 
many benefits to the public, as represented by the travelers and the 
shippers, that would come out of integrated transportation facilities, 
subject, of course, to proper regulation by the Interstate Commerce 
Commission. 

Senator Lauscue. That is, if they were given the right to diversify, 
subject to proper control to avoid monopoly, you feel that benetits 
would come to the public ? 

Dr. Freperick. I do, and by the same token, Senator, I would say 
that other forms of transportation should, if they wish, be allowed 
to do the same thing. 

Senator Lavscue. What was your work in 1935? 

Dr. Freprricx. In 1935, I was at at the Wharton School at the 
University of Pennsylvania, and wrote a paper on that subject 
which— 

Senator Lauscur. And that is what you have in mind, that you 
were in favor of it at that time. 

Dr. Freperickx. That is what I have in mind. In other words, I 
have been in favor of it since 1935, let’s say. 

Senator Lauscue. Have you given any testimony tonight about 
the need of amending the Agricultural Exemption Ret so as to pre- 
clude from it, manufactured or processed farm products ? 
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Dr. Freperick. No, sir; I haven’t. 

Senator Lauscue. Have you studied that subject at all? 

Dr. Freperick. Not to any great extent. But being concerned with 
traasportation as I have been for as long as I have been, I have an 
opinion on it. 

Senator Lauscue. I would hike to have your opinion. 

Dr. Frepertck. J would be happy to give you my opinion on it. 
And that is that the present interpretations of the Agricultural Ex- 
emption Act have gone far beyond what was intended by the Congress 
in the Motor Carrier Act of 1935. 

Senator Lauscuer. That is now included as exempt articles or items 
that you do not believe were intended to be covered by the act of 1935. 

Dr. Frepertck. Yes. Not only items but hauls, too, movements. 

Senator Lauscur. How long have you been interested in this sub- 
ject of public transportation ? 

Dr. FrepericKk. Over 30 years. 

Senator Lauscner. And it began at what time? 

Dr. Frepericx. In 1927. 

Senator Laucue. And what was your work at that time? 

Dr. Frepertcx. I was—that was when I began to study transporta- 
tion, when I started working for my doctorate at the University of 
Pennsylvania. 

Senator Lauscue. That is all. 

Senator Smaruers. Thank you very much. 

Counsel Barton 

Mr. Barron. Dr. Frederick, during the course of the hearings it has 
been suggested that the national transportation policy be amended to 
provide that rates charged by common carriers subject to the act bear 
reasonable relationship to costs. May I have your comments on that 
suggestion ? 

r. Frepertck. I believe that that would be a very good thing to 
have included in the national transportation policy, or somewhere in 
the directives to the regulatory bodies. 

Mr. Barron. Thank you, sir. 

Dr. Freperick. Yes. 

Senator Smatuers. Senator Schoeppel ? 

Senator Scnorprre.. Dr. Frederick, the railroads contend they are 
sick and I am inclined to agree with them. Some more so than others. 
Have you an opinion on the passenger-traflic situation ? 

Dr. Frepertck. You refer, sir, to the passenger deficit ? 

Senator Scuorrren. That is right, in relation to the deficits that 
the railroads have testified to and are experiencing in a great many 
sections of the country. 

Dr. Freperick. Well, I am not a student of the passenger deficit, 
but my opinion is that partly it is an accounting problem, the way 
the Interstate Commerce Commission requires them to report. But 
there is no question that many of the carriers are losing money on their 
passenger traffic. 

Senator ScHorrren. Do you think, then, in line with what I gather 
your views are, that that traffic ought to be compensatory to the rail- 
roads. 

Dr. Frepvericr. I definitely believe that all traffic, all traffic by any 
means of transportation, should be compensatory. 
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Senator Scuorrre.. There was some indication and some testimony 
to the effect that in certain areas there ought to be some degree of 
subsidization by reason of the terrific impact that it would have if that 
mode of transportaiton was done away with or was abandoned. That 
is by reason of the highway traffic and the bus traffic not being able to 
handle it, and also by reason of the railroads themselves having testi- 
fied that you can transport a whale of a lot more people on rail than 
you can on highways. 

Dr. Frepericx. That is right. The subsidization in itself would 
create a compensatory situation for the carrier, I hope. The subsidiza- 
tion would be a subsidization of the individuals who were using that 
type of service, such as the commuter service. It would be a subsidiza- 
tion of the commuters in the communities which were served by the 
carrier, 

Senator ScHorrret. Which you do not think is a good thing ? 

Dr. Frepertck. No, no; I think in a case like that—I think in a 
case like that where private capital is unable to provide those people 
with transportaiton, then there should be some help given to that 
particular situation. But I don’t conceive it as ‘a subsidization of 
the carrier. I conceive of a thing like that as a subsidization of the 
community in which these peoplel ive, or the people who are using 
the service. 

Senator Scuorrret. All right. 

Now, going that step then, who should bear that subsidization cost ? 

Dr. FreprertcK. Well, in that case I really think it is a matter for 
the local governments involved and for the States and communities 
that are involved. And if it is a question of coming to the Congress 
for that kind of subsidization, I believe that they should to prove a 
strong case. The same thing applies to the local service airlines as to 
whether these communities which are being served by those carriers, 
whether it is worth it to the Nation, to the taxpayer, to have air 
service into these communities, so that they will pay these carriers that 
are losing money and, therefore, have a need, so that they will pay 
them for carrying on this activity. That is a subsidization of the com- 
munity and the service, rather than it is the carrier, 

Senator ScHorrre.. Of course, I can see a little distinction there 
in the service airlines where they have the mail matters. 

Dr. Freperick. That is true, but they should be paid a compensa- 
tory rate for the mail. 

Senator Scuorrre.. I appreciate your views, sir. 

Senator Smaruers. Thank you very much, Doctor. 

Your views have been very refreshing, and very helpful to us. We 
are very grateful to you. 

Dr. Frepertckx. Thank you, Senator. 

Senator Smatuers. Our next witness is Dr. Merrill Roberts, of the 
University of Florida. 

I might say for the record that I don’t know how it is that we get 
these witnesses from the various States, but I see one here from Cleve- 
land, Western University, and so on; we have one here from Kansas. 

Senator Scuorrret. What, Kansas? 

Senator Smatruer. We have one from Wisconsin; that is pretty 
close. [Laughter. | 

Dr. Roserts. Senator. 
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Senator Smaruers. All right, Dr, Roberts, we are delighted to have 
you here, sir. You might proceed in any way you like. We will tell 
you, as we tell all other witnesses, that we will make their statements 
in full a part of the record. 

Dr. Roserts. Fine. 

Senator Smaruers. And any way that you care to brief your re- 
marks thereafter, why, of course, it will be appreciated. 

Dr. Roserts. I shall do that and shall not make the formal request 
that it be incorporated in that case. 


(The complete statement of Dr. Merril J. Roberts, professor of eco- 
nomics, University of Florida, is as follows :) 


My name is Merrill J. Roberts, a resident of Gainesville, Fla. I am presently 
professor of transportation and economics at the University of Florida. 

I received by B. A. degree from the University of Minnesota in 1988 with a 
major in economics, and since that time have had a professional interest in trans- 
portation matters. I was awarded the M. B. A. degree in 1939 and the Ph. D. 
degree in 1951 by the University of Chicago, specializing in each case in transpor- 
tation economics. 

Prior to 1948 I served as a transportation economist with several Federal 
agencies. Since that time I have taught transportation subjects at the Uni- 
versity of California, Los Angeles, Michigan State University, and the University 
of Florida. I am coauthor of Transportation Principles and Problems, a stand- 
ard textbook in transportation, and have contributed a number of articles on 
transportation to professional business and economics journals. 

In my professional work I have been particularly interested in the economic 
problems associated with transport public policy. I am a member of the Amer- 
ican, Southern, and Midwest Economic Association, the Folrida Rate Conference, 
and the American Society of Transportation and Traffic Management. 

I have been invited by the subcommittee to express my views on the issues 
involved in the current hearings. My detailed statement which follows is pre- 
ceded by an abstract of the major propositions I have endeavored to establish. 


ABSTRACT OF THE STATEMENT OF MERRILL J. ROBERTS, PROFESSOR OF ECONOMICS, 
UNIVERSITY OF FLORIDA 


1. Financial performance is an individual firm attribute, not an attribute of 
the railroad industry or of regional networks of firms. 

2. The industry and the regional networks are characterized by a wide varia- 
tion in financial performance. Because of this disparity, the collective approach 
is defetcive and misleading. First, it understates the revenue increments re- 
uired for financial health of the industry by crediting surpluses of the opulent 
companies against the deficiencies of the weaker ones. Furthermore, it falsely 
implies that the financial problem would be solved if the industry, collectively, 
achieved some required level of earnings. As a result of these circumstances, 
an adequate level of financial performance for the industry as a whole or for the 
regional groups will still leave a substantial portion of the system in poor finan- 
cial condition. 

3. Two types of remedial action are therefore needed to achieve real financial 
stability: elemination of barriers restricting the composite level of financial 
performance and correction of the situation of the substantard carriers. 

4. The attack on the problem of the composite level of financial performance 
requires the elimination of barriers to the economic functioning of the rail 
system. Such barriers destroy market guidance regarding the appropriate role 
of the railroads in the economy and the level of investment in railroad facilities. 
Corrective action in this realm requires, among other things, greater pricing 
freedom, elimination of subsidies to nonrail carriers, repeal of the transportation 
excise, and greater freedom to discontinue unprofitable services. It does not 
require, on the other hand, transport integration and the repeal of present reg- 
ulatory exemptions for certain categories of water- and motor-carrier traffic. 

5. Even with full implementation of the corrective action indicated above, 
there will remain a residual financial problem of the substandard companies. 
Dealing with the problem will require some transfusion of financial strength 
from the strong to the weak carriers and bold programs of physical rationalization 
of the railroad system. Rationalization contemplates abandonment of un- 
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profitable facilities and services as a reflection of a basic philosophy that rail- 
roads should not be required to render gratuitously public service functions. 
Services which are not market supported but which are required by social wel- 
fare considerations should be supported by public funds from appropriately 
determined sources. A case in point is excess capacity for national defense. 
Rationalization further contemplates an extensive consolidation program reflect- 
ing the basic premise that economies will be great and the social cost in re- 
stricting sterile intrarailroad competition very low. 

6. For some companies, the final answer will be recognition of permanently 
impaired earning capacity of plant investment. This will entail asset revalua- 
tion, corresponding modification of capital structures, and, in some cases, full- 
scale financial reorganization. 

7. With the accomplishment of the objectives outlined, there appears to be 
no reason why shippers will not support and investors will not supply the capital 
to provide the rail facilities required by the economy. On the other hand, it 
appears inevitable that return rates will be inadequate and investors will be 
wary of an industry lacking the features embraced in such a program. Erecting 
the pillars to support adequately a sound and strong railroad structure will 
require decisive action by the managements, the Commission, and the Congress. 

These hearings are certainly very timely. The general business slowdown 
has pointed up the peculiar vulnerability of the railroads to the downturns in 
business activity. 

This sensitivity is partly due to the high ratio of fixed or overhead costs 
which characterize rail operations ; falling revenues and stable costs spell trouble. 
But more relevant for present discussions is the fact that persistent cost-revenue 
relationships provide little or no cushion of fat to enable the industry to weather 
successfully the low readings on the business thermometer. The central question 
in these hearings is whether, and how, additional strength can be provided. 
The nature of the railroad financial problem was pointed up by the industry in 
customary terms in its petition in the recent Hv parte 206 general rate-increase 
application. 

According to this statement, the industry is characterized by a chronic and 
deep-seated maladjustment between total revenues and total costs. This revenue 
inadequacy finds its most direct expression in substandard rates of return on 
invested capital realized by the railroads nationally and by the various regional 
systems. The low return on assets spells inadequate rewards for capital sup- 
pliers and the inability of the industry to attract capital on reasonably favorable 
terms. 

It will be noted that this description of the present state of financial affairs is 
couched in terms of the railroad industry and of the regional networks. To be 
sure, we customarily think and speak of “the railroads” in many contexts. The 
companies operate as an interconnected net, with free car interchange, through 
service, joint rates, and common-rate levels for competitive movements. 

While the companies may necessarily be grouped together for operating and 
ratemaking purposes, each line must make a go of it financially on its own. 
Despite the preoccupation with a mythical financial entity called the railroads, 
investors do not invest in the industry, but in the capital issues of specific 
companies. Any consideration of the railroad problem, therefore, requires that 
considerable attention be given to the situation of individual firms. Although 
this matter received paramount attention in the hearings leading to the Trans- 
portation Act of 1920, it seems to have been virtually forgotten in recent years 
and has, certainly, received little or no attention in these hearings. My com- 
ments are organized around this problem. 


THE PATTERN OF FINANCIAL PERFORMANCE 


If the industry were characterized by a modal cluster of companies of sub 
stantially equal financial position, the distinction between the industry and its 
member firms would close much of its significance. Unfortunately, however, this 
is not the case. Table 1, which groups all class I carriers by rates of return 
for 1955 and for the 10-year period from 1946 to 1955, emphasizes the wide varia- 
tion in financial performance uf individual railroad companies. It will be noted, 
for example, that in 1955 nearly a quarter of the rail plant enjoyed returns above 
6 percent while another quarter was hopelessly deficient, realizing returns under 
3 percent. Significantly, companies comprising about half of the national system 
had financial records which indicated either that they had no pressing need for 
additional revenues or that their requirements were so great that they would 
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not be satisfied by any reasonably attainable increase in the return rate for 
the system as a whole. 

The, wide range in financial performances sharply limits the remedial effect 
of any generalized program of helping the railroads. This point is well illus- 
trated by reference to the most direct remedy commonly applied—broad-scale 
rate advances designed to generate revenue increments to correct the cost-revenue 
maladjustment. 

Consider, as an example, the reasoning in Ha parte 206, in which a leading 
railroad spokesman asserted that the system as a whole required an additional 
$442 million per year for capital improvements and implied that this gap would 
be filled if the composite net income were increased by this amount.* 

But if the rate of return on asset valuation has any validity as a measure 
of financial performance, the greatest need for additional revenues must be found 
among the carriers with low return rates. 

Additional net revenues of $442 million per year would meet the requirements 
only if the revenue increment accrued to individual lines in proportion to their 
need. There is no reason to expect that this would be the case, and a look at 
the disposition of the proceeds of previous rate increases confirms that it is not. 

I have attempted to determine, roughly, the disposition among individual firms 
of the proceeds of the Ew parte 196 rate increase and to relate the revenue incre- 
ments to rate of return. Revenues for 1956 reflect, generally, the effect of the 
general rate advance. The results are summarized in table 2, which segregates 
the carriers according to their 1955 rate of return,’ establishing groups over 
6 percent, between 4.52 (the national average) and 6, and under 4.52. The table 
shows for each group the additional net railway operating income required to 
bring the collective return to 6 percent. 

According to this analysis, the companies with returns over 6 percent required 
no additional net income to achieve this norm, but obtained 28 percent of the 
additional freight revenues. Those with returns between 4.52 and 6 percent 
required only 9 percent of the additional net income, but attracted 18 percent 
of the revenue increase. 

On the other hand, the least prosperous group, with returns under 4.52 percent, 
gained only 54 percent of the revenue increment, although they needed as a 
group 91 percent of the net income advance to attain a 6-percent return. 

The wide dispersion in financial performance and the related difficulty of 
associating revenue needs and deficiencies pose a serious problem. Even though 
corrective action were taken to provide the railroad industry with adequate, or 
even generous, returns it would be a rather hollow accomplishment. 

In 1955, with a national average return rate of 4.52 percent, nearly half of 
the rail plant (as measured by the Hw Parte 175 valuation formula) had a 
return rate under 4 percent. If appropriate remedial action should advance 
the national average to 6 percent, which, apparently, approximates the rail- 
roads’ objective, substantial portions of the plant would probably still suffer 
inadequate returns. 

Assuming an average advance from 4.52 to 6 percent, with all companies par- 
ticipating equally in the improvement, 59 percent of the system would still fall 
below a 6-percent return and about a quarter below 4 percent. This suggests 
that any reasonably attainable net revenue position for the industry as a whole 
will still leave many companies unable to maintain their plants in high order 
and attract capital. 

I have used the inefficacy of general rate increases to illustrate the implication 
of the wide disparity in financial position of individual firms in the industry. 
I believe the same observations would be true of any industrywide approach to 
the problem. In granting increases substantially less than requested in Ha 
Parte 206, the Commission exhorted the industry to look to efficiency improve- 
ments rather than rate advances for enhancing its financial position. But it 
seems clear that any generalized efficiency advances (e. g., new developments 
comparable to dieselization) will not circumvent this basic problem. While 
such innovations may lead to financial respectability for the industry as a com- 
posite collection of firms, the laggards will still lag behind. 

The Commission further advises “selective” rather than general rate increases 
in quests for future revenue increments; but the selectivity contemplated is by 
commodities and not by companies and the fruits will be little different. The 
same results can be envisaged for the many proposals commonly made for improv- 


1 Graham Getty, verified statement No. 1, p. 18. 
2 Computed from a rate base determined by the Ha parte 175 formula. 
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ing the lot of “the railroads,” such as competitive equality, greater pricing free- 
dom, and the like. While subsequent comment indicates general agreement with 
some of these remedial measures, they are only a first step in the solution of 
the railroad problems. 

There are rather unlikely circumstances in which the foregoing observations 
would not apply and carriers on the low end of the financial axis could achieve 
respectability from the industrywide approach. This would result if the general 
remedies led to such a high level of industry prosperity that even the roads well 
below average in earning capacity were blanketed in and enabled to earn 
normal returns. But there appears to be little hope for this eventuality. With 
the extent of interagency competition in the present market, it is doubtful that 
the economy would yield revenues and return rates for the system and for the 
well situated carriers that would be necessary to provide normal returns for 
the less prosperous lines. 

Even if attainable, it would be highly questionable regulatory policy to permit 
returns of this order; there is little economic justification for assessing against 
the shippers of some lines rates yielding very high returns in order to provide 
rate levels calculated to yield normal returns for all portions of the system. 

The industrywide approach might also provide a final answer if the general 
remedies were singularly favorable to the less prosperous companies. But it 
seems unlikely that their financial misfortunes are attributable to extra heavy 
inroads from such adverse conditions as subsidies to competitors, restrictions 
on competitive freedom, or unregulated competition. Determining the specific 
attributes of the weaker carriers is a subject which warrants extensive study. 
But a rather brief comparison of roads with 1955 return rates over 6 and under 
83 percent at least suggests some hypotheses. My evidence indicates that the 
substandard companies are plagued by heavier passenger deficits and by lower 
traffic density with concomitant disabilities in operating performance.* 

On the other hand, there is a strong suggestion that the financially weak com- 
panies are commonly called upon to support especially costly plant investments. 
Considering the companies with switching track less than 50 percent of total 
track owned, only one of the 32 with returns over 6 percent had an investment 
exceeding $250,000 per mile of road. On the other hand, eight of the 31 roads 
under 3 percent showed plant investments in this category. 

The weaker carriers will, to be sure, gain from general remedial measures 
which increase rail volume. They may in fact gain disproportionately since, 
with low traffic density, their costs will be especially sensitive to additional traffic. 
They would, in addition, receive some special benefit from measures resulting 
in the reduction or elimination of the passenger deficit. 

Further analysis indicates, however, that their gains from this source rela- 
tive to the stronger carriers would be only nominal. The overall average returns 
were 2.3 percent for the weak group and 7.9 percent for the more prosperous 
eategory. Eliminating the depressing effect of the passenger deficit by basing 
returns on net freight revenues only, the figures are raised to 4.5 and 10 percent, 
or virtually identical increases of 2.2 and 2.1 percent. 

It should be noted, however, that these latter figures seriously overstate the 
potential curative effect of eliminating the passenger deficit in view of the 
accounting principles which underlie its computation. Commission practices 
allocate to the passenger service a substantial portion of the common costs 
of conducting rail transportation. Accordingly, the published figures overstate 
the true amount of the loss and the amount that would be saved if it were elimi- 
nated. Commission reports do not separate the passenger expenses for indi- 
vidual carriers between those directly incurred by passenger operations and 
those allocated to this service. 

For the railroads nationally, however, the allocated expenses in 1955 com- 
prised 69 percent of the computed passenger deficit. If the passenger services 
were eliminated these expenses would be charged to the freight service. In 
other words, the true deficit is on the order of 31 percent of the stated deficit. 
If the passenger losses ascribed to the firms in two groups studied are restated 
on this basis, their elimination would produce for 1955 group average return rates 
of 3 percent for the weak companies and 8.5 percent for the strong, representing 
increases of 0.7 and 0.6, respectively, for the two groups, exclusive of any 
investment reduction in eliminating the losses. 


3 Comparative figures for the carriers with 1955 returns over 6 and under 3 percent, 
respectively, are as follows: Passenger deficit as percent of freight N. R. O. I, 54 and 20. 
Ton miles per mile of road operated (millions), 42.8 and 16.6. Car miles per train mile, 
72.6 and 63.5. Ton miles per loaded car mile, 33.5 and 29.3. . 


















PROBLEMS OF THE RAILROADS 1651 


It seems safe to conclude that the industrywide approach will not even up the 
financial position. In fact, the data on investment per mile of road suggest 
that many financially weak companies will require unusually favorable earnings 
to achieve the same returns as the more prosperous group. It appears quite 
improbable that the general remedies would permit them to generate revenues 
of this relative magnitude. 

The foregoing considerations suggest that two categories of remedial action 
are required to achieve real and lasting financial stability in the railroad indus- 
try. First, it is necessary to eliminate any barriers restricting artificially the 
composite level of financial performance by improving the environment in which 
all firms operate. 

It will help matters considerably to raise the general level of financial per- 
formance of the industry; it is clearly better to have a quarter rather than 
half the plant with substandard returns. But further corrective action is re- 
quired to deal with the residual problem of the substandard carriers. I will 
deal with these problems separately in the following sections. 


THE GENERAL REMEDIES 


The fundamental goal of public policy is transport economy. Accordingly, 
the basie remedial objective is to eliminate barriers to the economic functioning 
of the rail system which distort market guidance regarding the appropriate 
role of the railroads in the economy and the corollary level of investment in 
rail facilities. Such barriers are presently imposed by deficiencies in policy 
at the management, Commission, and legislative levels. 


MANAGEMENT POLICY 


Many avenues of self-help are open to the railroads, the most direct and 
obvious of which are constant efforts at cost control and revenue development. 
The latter, of course, entails enlightened pricing policy. 

Although subject to regulatory veto, initiative rests with the carriers and 
sound policies, well supported by evidence, are essential for wise management 
programs and for litigatory success. Certainly, there is much room for im- 
provement here. First, there is a need for greater development of costing 
techniques. 

So far as I know, the railroads have contributed little to transport cost 
accounting but have relied mainly on the work of the Commission’s staff. They 
ean and should go beyond this since their resources exceed those of the Com- 
mission and their interests call for more detailed results. 

Further refinement of costing techniques would not only give better guidance 
to management in pricing policy, but would buttress the railroads in rate cases 
before the Commission. 

Furthermore, the railroads have done little to match the market research 
of many other industries. With little information available about motor car- 
rier commodity movements, sound pricing requires better knowledge of what 
their competitors are doing, what shippers are thinking and planning, and 
what rates will get the business. Market research through the traffic solicitor 
is inadequate; scientific action on a broad and organized front is required. 

But perhaps as important as advanced cost and market information for 
managerial guidance is more sophistication in economic concepts. 

The sad results of a combination of inadequate pricing information and 
erroneous concepts is illustrated in arguments advanced by the railroads in 
Ex parte 206, which is typical of the rate advance cases and illustrates gen- 
erally the considerations influencing pricing action. In studying the record in 
this case, I detected what I consider four basic errors which militate against 
sound pricing policy. 

1. An inability to distinguish clearly between rate and nonrate influences on 
traffic volume: During the railroads’ presentation in Hw parte 206, witnesses 
often observed that past traffic reductions in certain categories were associated 
with factors other than rate increases. In many cases, however, the other factors 
include matters which are clearly sensitive to rate relations. 

The following are illustrative of the allegedly nonrate influences which ac- 
counted for lost traffic : 

1. Location of industries at origin and destination or both; 

2. Centralization or relocation of industry ; 

8. Location of new plants at points where water transportation is avail- 
able; and 
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4. Changes in marketing practices. 

In denying the influence of rate increases, one traffic officer declared that the 
decline in tonnage of passenger automobiles, tires and tubes, canned goods, soap 
and washing compounds, can be attributed chiefly to the relocation of the pro- 
duction of these commodities. Another unfavorable traffic development regarded 
as unrelated to rates is tremendous expansion of industry in California and Texas, 
both by new concerns and by the establishment of branches of existing companies. 
Clearly these factors reflect the long-term effects of rate changes. 

2. Confusion regarding the relevance for pricing policy of traffic volume, gross 
revenues, and net revenues: Although subject to veto by regulation, manage- 
ment’s basic private objective should be to maximize net revenues and profits. 
A declining market share or even a falling absolute volume in some traffic cate- 
gories is not inconsistent with this objective. This proposition canot be clearly 
elaborated without reference to technical economic concepts, but I can suggest 
that the optimum price for profit maximizing is determined by the relationship 
between Government demand and cost curves in the relevant market situations. 
An upward movement of the cost curve with the demand curve remaining sta- 
tionary will generally dictate an increase in price even though this means a 
smaller share of the market and smaller absolute volume. 

8. Confusion between demand elasticity and demand intensity: Railroad pric- 
ing analysis does not seem to differentiate between changes in volume and reve- 
nues associated with general economic expansion (which I shall call an increase 
in demand intensity) and changes resulting from rate alterations (a function of 
demand elasticity). Historical analysis indicating that traffic in various com- 
modity categories increased despite rate advances concludes that the wisdom of 
management’s pricing policies have been confirmed ; in reality no such conclusion 
is warranted since gross revenue (to say nothing of profits) might have been 
greater with lower rates. 

4. Overemphasis on past experience as a guide to the future: Certainly the 
past is highly relevant in judging the future, but too heavy dependence on past 
relationships is particularly risky in dealing with matters of market demand. 
Blasticity commonly varies throughout the course of a demand function; the 
revenue effect of increasing prices from 50 to 55 cents will probably be quite 
different for a subsequent increase from 55 to 60 cents. 

I am not suggesting that the rate increases resulting from He parte 206 
were ill advised; but I am concerned about the factual basis and conceptual 
framework that supported the management pricing policy. Further intensive 
and more sophisticated analysis, backed by adequate cost and market data, are 
clearly called for. 

COMMISSION POLICY 


I would like to concentrate on a consideration of the Commission’s influence 
on carrier pricing freedom. Although the expansion of this freedom may require 
legislative changes, I believe much can be accomplished under present statutes. 
Basic to my views on this matter is the conviction that: (1) There is a presump- 
tion for managerial freedom per se, and (2) the railroads are being deprived 
of legitimate opportunities to improve net revenues by unduly restrictive 
regulation with respect to both rate increases and rate reductions. I further 
believe that such increased pricing freedom would not impair any other: legiti- 
mate interests. 

Particularly if the railroads improve their decison-makng performance by an 
expanson of underlying research, there is little occasion for the Commission to 
assume the role of protecting the companies from their own folly; I would 
favor eliminating the role of the regulators as a super board of directors. The 
presumptin in favor of managerial independence versus Commission veto is 
based on two counts. First, it would lead to greater accountability of railroad 
managements, not only to their stockholders, but to the Congress and the public. 
It is difficult to pass judgment on the caliber of managerial performance or to 
determine the appropriate role of railroads in the economy if management is 
not free to act, subject only to regulatory restrictions on antisocial actions (such 
as truly destructive or unfair competitive practices and monopoly exploitation 
where the opportunity may arise). But perhaps more important, regulatory 
techniques are inferior to management techniques for determining company 
self-interest—provided, of course, that management fully exploits the tech- 
niques available to it. 

Even more basically, the argument for greater managerial pricing freedom 
rests on the contention that the present system of control does not contribute 
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to maximum railroad financial strength. There is impressive evidence that the 
railroads are not now permitted to capitalize fully on their economic advantages 
and realize completely their revenue potentialities because of unwarranted 
restrictions in both rate increases and reductions. 

Clearly, public control safeguards must be maintained with respect to maxi- 
mum rates. Although these circumstances are perhaps rather limited at pres- 
ent, this contention probably has some validity. But within the limits of these 
safeguards, there is no reason why the companies should not be permitted to 
try to maximize their net position by rate increases where they feel this can 
be achieved. The Commission should not interfere because it feels the manage- 
ment is mistaken. And further modifications of regulatory tests are called for 
even in cases where the propriety (as dis*‘nguished from the wisdom) of the 
increase is at issue. 

For example, rate-increase authorizations should not be tied too closely to 
cost increases and past rate relationships. As previously indicated, maximizing 
prices are altered by changes in cost-demand relationships; we have noted the 
eases of demand curves shifting to the right with general economic expansion, 
indicating that higher prices may be charged in the market for the same volume. 
Recent Commission staff studies show the large volumes of traffic carried at 
less than out-of-pocket costs. The extent to which regulation is responsible for 
this situation is not indicated, but efforts to hold down rates in the interest of 
permitting such traffic to move are economically unjustifiable; no commodity 
has a vested right to movement on this basis. 

There is also a strong case that current economic facts call for less regulatory 
restriction on rate reductions. We maintain in our economic thinking a pre- 
sumption for competition, recognizing its value for inducing innovation and 
forcing efficiency. Active competition also serves to permit the market to pro- 
vide the best possible indication of appropriate investment levels in transport 
and in the various industries in the interest of most efficient resource utiliza- 
tion. These functions are best performed through price rather than service 
competition; as economists generally recognize, the latter tends to be cost 
increasing and deprives buyers of legitimate choices. 

The issue of enhanced freedom for rate reductions arises in a setting of inter- 
agency competition. It has already been debated extensively in hearings on 
the Weeks’ committee report and on implementing legislation, but a few com- 
ments may be in order. It is axiomatic that rate reductions that will increase 
net revenues are sound from the standpoint of the raitway industry. Propo- 
nents of restraints on reductions are logically required to establish either that 
(1) greater pricing freedom will chronically lead to reductions that shrink 
rather than expand net revenues to the detriment of the rail system or (2) cer- 
tain nonrail interests legitimately entitled to preservation will be impaired. 

Perhaps the basic issue is whether programs of rate reductions would improve 
rather than impair railroad revenues. With present limitations on adequate cost 
and demand determination, there is a real possibility of reductions that dissipate 
revenues. If this should occur on a broad scale, the railroads would clearly be 
better off under the present system of administrative floors under competitive 
rates. Some mistakes would be inevitable since perfection is quite unattainable 
in any areas of economic decision making. But on balance the opportunities for 
increasing net revenues through the elimination of “paper” rates appear to be so 
great that reasonably competent rate-reduction programs would be very fruitful. 
Once strict accountability of management is established, chronic failure of pric- 
ing policies would constitute evidence of incompetence that should and would 
lead to removal as readily as in other types of corporate organizations. 

The decision-making process could be further strengthened to help insure desir- 
able financial results of pricing programs. The badly needed refinements in con- 
cepts and in cost and market data have already been noted. But further strength- 
ening could be achieved by revisions in patterns of rate regulation. One possibility 
lies in freedom to experiment with rate changes through limited waivers of the 
full period of statutory notice. Price stability generally is desirable, but it is not 
obvious that it is more vital in transport than in other prices. Even with limited 
experimentation, more stability could be retained than applies to many industry 
supply prices that frequently are relatively more important in manufacturing 
operations than transportation charges. Such experimentation should provide 
many general market insights extending far beyond the specific cases involved. 
Although commonly advanced in other contexts, systems of contract rates would 
also be relevant in this connection. Within the limits of their applicability they 
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would provide a guaranteed reaction to rate proposals. Such rates should also 
provide more general insights into market reactions. 

Concern has been expressed regarding the dangers of destructive and unfair 
price competition aimed at eliminating competitors in nonrail agencies. Cer- 
tainly this is a possibility that must be faced, just as it.is through the antitrust 
laws in industry genera’iy. Preventing precisely this type of antisocial behavior 
should be a major function of transport regulation. The social objective of pre- 
venting destructive competition is to prevent the destruction of competition. The 
appropriate techniques and tests are quite different from those aimed at limiting 
the effectiveness of price competition, which can be thwarted as much by restric- 
tive regulation as by destructive practices. But aside from the ability of regula- 
tion to root out these practices, it does not appear that such a campaign would 
represent a rational program of railroad action. The fruits are apt to be highly 
illusory for a variety of reasons. Public policy is dedicated to the prevention 
of monopoly profits, so presumably they would not be left free to enjoy their “ill- 
gotten gains.” Furthermore, the relative ease of entry into the motor-carrier in- 
dustry would tend to make such a policy a never-ending battle. 

If it can be reasonably anticipated that the railroad response to competitive 
freedom will serve to augment rather than diminish net revenues, it becomes 
difficult to establish that legitimate interests of either the shippers of com- 
modities not favored by reductions or the nonrail carriers will be impaired. It is 
probably historically true that the maturing of substitute agencies has occasioned 
some shift in the distribution of the railroad overhead burden. As more inten- 
sively competitive traffic was weaned away or rate reductions were made to hold 
it, the railbound traffic necessarily faced the burden of an increased share of the 
support of the rail plant. 

Perhaps most of these readjustments have already occurred with the maturing 
of the nonrail agencies. For the future, prohibiting rate reductions or requiring 
increases on competitive traffic will not alleviate this burden, but will in fact 
intensify it because of the resulting loss of traffic and of the overhead contribu- 
tion which it makes. Assuming on balance the fruitfulness of rate reductions, 
these shippers will benefit from the additional revenues generated. 

Nor can the nonrail competitors legitimately complain about rate reductions 
that enhance net rail revenues. Their objections appear to stem from a suspi- 
cion of rates made with reference to out-of-pocket costs. Out-of-pocket-cost 
pricing refers to charges less than fully distributed costs, a measure derived 
frum a pro rata distribution of the overhead burden to all services. Although 
fully distributed costs are a tempting nicety and are useful for measuring rela- 
tive rate levels, there is no economic basis in the railroad industry for prices 
built on an equal assignment of the burden in the face of excess capacity and 
variations in demand elasticity. Acceptance of fully distributed costs as some 
sort of norm and the rejection of railroad rates below this level are completely 
unwarranted. 

Even if rates below “full cost” are accepted in principle, there is no basis for 
assuming that competitive rates will necessarily press against the out-of-pocket- 
cost limit. Although traffic may be increased by the lowest feasible rates, rates 
equal to out-of-pocket costs are not calculated to maximize net revenues. The 
goal of profit maximization will dictate rates appropriately related to demand 
and cost functions; the appropriate margin between rates and out-of-pocket 
costs depends on demand conditions. 

Furthermore, the opportunity for broad-scale reductions on intensely competi- 
tive traflic is limited by the overhead contribution recoverable from the noncom- 
petitive traffic. Rates that can be assessed on the latter are just as rigidly gov- 
erned by demand as are those of the competitive service. Carrier substitution 
is only one of several determinants of transport demands, which are not uni- 
formly inelastic for noncompetitive services. An examination of available 
empirical evidence tends to confirm this proposition. During the postwar years 
the relative burden contribution of manufactures, where truck competition is 
keenest, has tended to increase. 

Even with a closer adjustment of rail rates on competitive traffic to out-of- 
pocket costs, the survival of the nonrail agencies should not be serious jeopar- 
dized. The resulting rail rates would probably be higher than motor-carrier costs 
and rates over substantial ranges of traffic. Furthermore, service as well as 
price dictates market decisions. Relative rates are frequently a minor consid- 
eration where shippers require the superior flexibility, dispatch, or some other 
quality of truck movement. This would be true for shorter hauls of less-than- 
truckload quantities of high-valued articles—the clear domain of motor trans- 
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portation. In other words, the market dictates a range of traffic that, because 
of cost or service considerations, is “highway bound” to the same degree that 
some traffic is rail bound. This captive market is augmented by the fact that 
many recently acquired industry sites are not served by rail facilities. 
However, greater market freedom may cause the diversion of traffic and 
economic loss to individuals. But public policy should be dedicated to preserv- 
ing an optimum transport system, and not specific investments in any type of 
transport plant and equipment. Clearly carriers have no vested right to any 
traffic they may have attracted through past railroad lack of insight, unrealistic 
pricing policies, and by poorly conceived and unduly restrictive regulations. 
Transcontinental hauls of truckload shipments probably fall in this category. 


LEGISLATION 


Many legislative proposals have been advanced before this and other con- 
gressional committees and in other forums. My comments are necessarily con- 
fined to several that I consider of greatest significance. I would first like to 
consider briefly several that I regard as clearly justified and then two of which I 
have serious doubts. 

1. Free up price competition: The advantages of freer price competition in 
the transport market were previously stated. Although some revision is possible 
at the administrative level, legislative changes along the lines of the bills intro- 
duced to implement the minimum rate proposal of the Weeks’ Committee report 
are desirable. 

2. Eliminate subsidies to nonrail carriers: Virtually all impartial students of 
transportation policy favor the elimination of competitive inequities arising 
from subsidies to some of the nonrail agencies. There may be valid arguments 
for subsidy in very special circumstances, but none are now generally applicable 
in transport on an agencywide basis. The fact that some railroads received land 
grants and other aids is quite irrelevant to this issue. Aside from repayment 
through reduced rates on Government traffic, such aids have been washed out 
through reorganizations and sales of securities; they provide no benefits to 
present owners who presumably paid security prices reflecting any permanent 
values the grants may have had. 

In any case, railroad history provides a poor argument for perpetuating the 
economic distortions—misallocations of traffic and investment—that uneven 
subsidy entails. As a general proposition transport services should be self- 
supporting in the interest of equity and efficient resource use. This calls for 
air and waterway tolls and intensified Federal studies of the appropriate high- 
way carrier burden. 

It is very possible, however, that the remedial effect of subsidy elimination 
may be overestimated. Many railroads are not directly affected by inland 
water competition. In addition, highway user charges constitute a relatively 
small share of motor carrier costs, running to little more than 5 percent in recent 
years. Motor carrier cost levels and competitive position are not nearly so 
sensitive to a major change in these charges as to some fringe matters in a 
labor contract. This, of course, constitutes no argument against their removal. 

3. Repeal of the transportation excise tax: It is not logical to single out one 
levy imposed on particular interests and to argue that it is overburdensome. 
Scientific accuracy requires a study of the overall tax burdens of the compared 
interests to detect inequity. Producing firms employing their own motor facili- 
ties may also have special taxes making the transportation excise equitable and 
neutral. Apparently this matter has not been studied. But this tax is virtually 
unique among the wartime excises since the carriers must compete directly with 
a substitute service not bearing the levy. In view of its origin and its market 
effect, this excise should be repealed in the absence of a positive showing that 
it contributes to equity and neutrality and does not, on the other hand, under- 
mine it. 

4. Lightening restrictions on abandonment of unprofitable facilities and serv- 
ices: It is sufficient here to note concurrence in the position on this matter 
expressed in these hearings by several of the railroad presidents. Since I 
regard this as part of a program of physical rationalization most relevant for 
the substandard carriers, I shall devote further attention to this problem at a 
later point. 

There are two major remedial proposals that I regard as highly questionable. 
The transportation problem is broader than the railroad problem, of which it is 
only a part. Policies should be generally consistent with an optimum social 
organization of transportation, not with aid to the railroads per se. 
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1. Transport integration: The basic issue is freedom of railroad to operate 
motor-carrier facilities that are not supplementary to the rail operations. With 
economic policy problems of this sort, the issues are almost never black and 
white, but various shades of gray. There are often advantages and disadvantages 
on both sides and the best solution must come from weighing the gains against 
the losses. According to my view, the potential gains of economy and superior 
interagency coordination are relatively modest; on the other hand, the social 
cost from the impairment of vital interagency competition is high. 

Some light could be thrown on the question of potential economies by an 
intensive study of the present full-scale motor-carrier operations conducted by 
some railroads. But the meager extent of potential economies is suggested by 
the character of motor-carrier costs, which vary closely with volume of business ; 
the overhead elements where savings might be expected are of minor impor- 
tance. Furthermore, expected savings from joint facility use are apt to be 
illusory because of the questionable adaptability of facilities to both types of 
use. I doubt, for example, that many rail less-than-carload-lot stations would 
make efficient truck terminals because of both locational and design deficiencies. 

Nor do the coordination opportunities appear impressive. The most basic 
coordination between the two techniques is achieved by the present system of 
supplemental rail operation. Furthermore, real progress is being made with 
the development of trail-on-flat-car services. Even broader coordination can be 
achieved if desired by compulsory rail-motor through routes and joint rates. 
Finally, the coordination which would be achieved by the central management 
of diverse facilities is questionable in principle. Since the services are not 
homogeneous substitutes, selection of alternatives should be by shipper choice. 
Management decisions based solely on cost would ignore service quality 
features that would enter into shipper determinations. 

Any modest economy and coordination gains must be evaluated in the light 
of the loss of effective rail-motor competition. If the advantages of integration 
are as great as alleged, it is not probable that independent motor carriers could 
thrive in the face of the integrated competition. And it is precisely the com- 
petition of rival modes that has spurred the railroads; competition among 
them has been quite sterile, as suggested by the static service arrangements 
that prevailed for many years prior to the air and motor age. Any policy 
decisions regarding integration should be set in the broader context of the whole 
social organization of the transport system. An organization embracing a very 
limited number of noncompeting rail systems but vital interagency rivalry is 
superior to one embracing competing transportation companies and certainly 
preferable to one characterized by transportation company monopolies. 

But aside from the basic merits of transport integration, the relevance of the 
integration proposal as a device to correct the railroad financial malaise is highly 
questionable. It is certainly not apparent that such a development would serve 
to make the railroad plant and facilities more profitable, which is the central 
issue here. Extensive investment in motor carrier facilities may provide an 
attractive outlet for available railroad capital funds; if pursued, the result 
is very apt to be disinvestment in rail plant. But if it comes to this, there are 
probably many other investment opportunities that might be even more profit- 
able. 

4. Repeal of the bulk exemption for water carriers and the agricultural ex- 
emption for motor carriers: This too has been covered in many hearings, but 
I would like to advance several brief propositions. Our system of values estab- 
lishes a prosumption against the gratuitous extension of regulation; extensions 
should be compelled by a demonstrated need for its only rational contribution— 
protection of some threatened public interest. Historically in transportation 
regulation the public interest was a reflection of a collection of shipper inter- 
ests, but shippers of exempt commodities are not pressing for protection. Com- 
petition provides for them satisfactory rates and services. If it should fail to 
do so, they can and will turn to the regulated carriers. 

Current regulation recognizes that private carrier interests can also add up 
to a public interest. But I do not believe that even this public interest is 
threatened by the exemptions. The regulated carriers are free to participate 
in the transportation of bulk commodities by water or agricultural commodi- 
ties by highway. I have heard no convincing explanation for their failure to do 
so; presumably they are not interested in entering a nonprotected market. But 
aside from this and assuming that public policy wants to provide an equal 
chance for the railroads to participate freely in the presently exempt traffic 
with their rail facilities, there is still no compelling reason for violating the 
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presumption and discontinuing the exemptions. One might argue about the 
inequities suffered from the burdens of regulation which don’t fall on their 
exempt competitors; although they don’t appear to be crucial, they could be 
equalized by requiring reports and imposing similar burdens on the exempt 
carriers. But the main problem lies in freedom to compete. Whatever is done 
about pricing freedom generally, there is an overwhelming case for pulling out 
the stops completely in competing for exempt traffic except for the prevention 
of unfair and destructive competitive practices. 


THE SUBSTANDARD COMPANIES 


The adoption of appropriate general remedial measures such as those advo- 
cated above would do much to raise the level of financial performance of the 
railroad industry. It is not certain, however, that they would bring financial 
respectability to the industry as a whole since the collective performance is 
badly impaired by the unusually weak position of a number of the companies. 

In the interest of the industry as a whole and of the affected companies, 
themselves, it is necessary to give further consideration to the problem of the 
substandard carriers. Appropriate programs of action for these carriers should 
be premised on extensive study of their financial and operating circumstances 
and problems. 

But as a starting point, I shall consider as corrective devices physical rational- 
ization, transfusions of financial strength from the prosperous to the needy 
carriers, and revamping financial structures to square with present economic 
conditions. 


PHYSICAL RATIONALIZATION 


Relevant in this connection are both the abandonment of facilities and services 
and the consolidated of railroad systems. While such rationalization programs 
would clearly serve to strengthen companies at all levels of financial performance, 
they should be particularly relevant for those with especially retarded earning 
capacity. 

Abandonment: Abandonment policy should be based on the general rule that 
transportation services and facilities should be self-supporting. This provides a 
foundation not only for the abolition of general subsidies, but also for the fur- 
ther proposition that railroads should not be expected or required to pursue 
gratuitous public service functions, Whatever their status may once have 
been, they are not privileged monopolists who have a debt to pay to society. 
Forced provision of unprofitable services upsets interagency competitive bal- 
ances, contributes to uneconomic resource utilization, and inequitably imposes 
burdens for the support of public-service functions on such private shoulders as 
railroad investors and shippers. 

It is hardly necessary to recite the types of cases where chronically unprofitable 
services are maintained by railroads. They cover court-supported freight rates 
less than out-of-pocket costs; various categories of passenger services, includ- 
ing head-end and commutation traffic; the less-than-carload lot service; and 
branch and thin traffic lines. 

When the issue of abandonment is raised—either directly through outright 
surrender or indirectly through price increases—a question of paramount im- 
portance is the public need for the service. In a large number of such cases 
the alleged public need must be overstated if the service involved cannot pay its 
way; alternative services are commonly available and the railroads serve a 
standby role. 

There may be cases where social welfare considerations legitimately require 
the preservation of an unprofitable service. But it should be a matter of ex- 
plicit determination what services and facilities fall in this category and who 
should pay the bill for their support. It seems clear that the support for un- 
profitable services required in the social interest should come from public 
sources. 

An example is the commutation traffic; an underpriced service may be socially 
desirable and necessary to preserve the economic organization and investment 
patterns associated with the central core of metropolitan centers. 

It seems clear that the cities involved should support such services. Such 
payments are not inconsistent with opposition to general transportation sub- 
sidies, but are compensation for specific services purchased for the public 
account. 

A program of strict physical rationalization of the railroads may have impor- 
tant implications for the vital public interest embraced in national defense. 
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Although national defense purposes are served by a financially strong system, 
there is a basic policy conflict between transport requirements for defense and 
optimum economy in the system. 

The policies calculated to maintain a profitable self-sufficient private transport 
system may be quite different from those designed to support permanently any 
additional facilities that may be needed for mobilization and defense. Failure 
to distinguish between commercial and national defense policies for trans- 
portation is objectionable for a number of reasons. 

There is a risk of not meeting defense requirements for the quantity, char- 
acter, and location of facilities. In addition, the burden of support may fall 
unjustly on restricted private interests rather than on the general public. 

Finally, there may be direct conflict between appropriate commercial and 
national defense policies. An illustration may be drawn from the Weeks’ com- 
mittee report which expresses concern over defense capacity yet advocated 
freeing competitive rates from the shackles of value of service pricing and 
making greater reference to direct costs; while this may be good economics, it 
is not calculated to maintain excess capacity. 

In fact the system the committee objects to should go much further in that 
direction. Defense requirements should be explicitly determined by military 
and mobilization planning. If the market fails to support these facilities, they 
should be provided from general Government revenues. 

A ease in point is car supply. I do not believe the Government should 
provide feright cars for commercial requirements but a strong case can be 
made for providing any extra equipment which may be needed for national 
defense with rentals to the railroads for meeting peak requirements. Such 
excess capacity is wasteful, but military preparedness all along the line is not 
governed by optimum resource use, but by the stark necessity of having what 
we need where and when we need it. 

Consolidation: A vigorous program of railroad consolidation should be pur- 
sued to supplement the emancipation from providing deficit services. Although 
the primary objective is economy, such a program should also lead to service 
improvements. The economies from the elimination or relegation to second- 
class status of duplicate, underutilized facilities should be very great. Pre- 
sumably the associated abandonments would involve the least efficient facilities, 
which would commonly be owned by the financially weaker carriers. 

Provided a realistic view is taken of the relative earning capacity of the 
merging properties and this is reflected in the new security values awarded 
the respective shareholders, it should be feasible to include a number of the 
financially weaker companies in the consolidation program envisaged. Such a 
merger movement would have collateral benefits in forcing asset revaluations 
and capital structure modifications that seem called for, as indicated later. 

The potential social cost of an extensive consolidation program is the curtail- 
ment of competition between railroads. As previously suggested, such competion 
is singularly barren and is not worth its cost in duplicating facilities, particu- 
larly in view of the present extent of intermodal rivalry. Sound publie policy, 
therefore, requires the elimination of barriers and the provision of incentives 
that will lead to a full rationalized railroad system. 

In addition to recognizing the sterility of railroad competition, legislation 
should eliminate present restrictions imposed by the rights of labor. Labor pro- 
tection may be socially desirable, but it should be provided through the social 
insurance principle, not as a direct and exclusive charge on specific mergers, 
And consideration should be given to positive incentives for a rationalization 
program, perhaps through a system of tax benefits. 


INTERCOMPANY TRANSFUSIONS OF FINANCIAL STRENGTH 


Since the companies function collectively for operating and ratemaking pur- 
poses, there is an appealing logic in collectivizing their financial fortunes. Any 
such program would place the Government in a Robin Hood role, stripping the 
rich to aid the poor. There is some justification for this approach, which is rem- 
iniscent of the old recapture program. 

Common territorial rate leyels provide a windfall of extra earnings for the 
more favorably situated companies which would not be permitted under regula- 
tion on an indiivdual basis. 

On the other hand, there is the disadvantage of requiring the shippers of the 
more profitable companies to pay rates calculated to support artificially uneco- 
nomic investment in other firms. If under a common rate level one company 
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earns a return of 8 percent and another 2 percent, there is evidence that the 
latter has for some reason suffered peculiarly impaired earning capacity. 

Whether because the road was poorly conceived in the first place, exhaustion 
of resources in its territory, peculiarr vulnerability to competition, or any other 
reason, the market places an unusually low value on the services of this plant 
investment. 

To artificially shore up this investment by the Robin Hood approach fore- 
stalls what I shall later consider is required recognition of this basic market 
fact. In this respect, the better approach would be to reduce the rates on the 
first line. But this can’t be carried very far in practice because of the inter- 
dependence of the rates. It would not be feasible regulartory practice to hold 
rates down so that only the most profitable company is able to balance total 
revenues and costs and achieve a normal return. This would have no more 
justification than raising rates to the point where—the market willing—the very 
poorest would realize a normal return. 

There is probably no objective way of resolving this basic dilemma of windfull 
or unjustified support. It appears to be a matter of judgment and perhaps some- 
thing might appropriately be done along this line. Bolder use of joint rate divi- 
sions based on financial need may be called for. 

Another possibility is a car pool with capital contributions from the carriers 
and perhaps use payments on the basis of ability to pay. In addition to serv- 
ing as a financial evener, such a pool would have the ancilliary benefits of alle- 
viating the problem of car-deficit roads and increasing efficiency through reduc- 
tions in empty-car mileage. 


ASSET REVALUATION AND CAPITALIZATION REVISIONS 


Even if all suggested programs are effectively pursued—environmental im- 
provement, physical rationalization, and some cautious “Robin Hooding”’—it 
seems clear that the interfirm variations in earning capacity are so great that 
some companies will still be in a poor financial position and unable to attract 
capital. The economy, the industry, and the companies, themselves, will be 
better off if what would appear to be permanently impaired earning capacity, 
is explicitly recognized. Such recognition entails asset revaluation and appro- 
priate capitalization revisions. 

It is apparent that there is no necessary connection between the accounting 
valuation of productive assets as measured by the outlays necessary to acquire 
or replace them and the economic value of the plant measured by its capitalized 
earnings. Some investment decisions may have been in error or changed con- 
ditions may restrict earnings below anticipations. 

In the industrial economy generally book asset values are commonly scaled 
down to square with true economic values determined by capitalizing earnings 
at the normal return currently achieved in the particular industry involved. 
Although the complications of regulation intervene, the same general principles 
should be applicable to the railroad industry. 

It is obviously improper regulation to employ capitalized earnings as a rate 
base to test the reasonablenss of the earnings capitalized because of reasoning 
circularity under which any level of earnings is self-justifying. 

For rate control it is necessary to have an externally determined basis for 
judgment independent of earnings. But this does not prevent the employment 
of earnings capitalization for the revaluation purposes presently relevant. A 
major concern is with asset values relative to capital structures which does not 
directly involve the rate base. 

Some rate-base implications of revaluation will be suggested, but this entails 
writing down asset values for the substandard carriers; there is no question of 
writing them up for the more prosperous companies. Accordingly, there is ne 
occasion to get caught in the circularity treadmill mentioned above. 

If accounting valuations are in excess of economic value and capital struc- 
tures are closely related to the former, the result is overcapitalization in terms 
of reasonably expectable earnings. Under these circumstances it is impossible 
to pay investors at the going rates and the firm is unable to attract capital. 

\quityholders are particularly endangered although other types of securities 
are also affected. Relating the sum of outstanding securities to a value derived 
from capitalization of earnings at the going interest rate simply faces up to 
the realities of the situation. No property values are thereby destroyed since 
any impairment has already occurred. By recognizing and restating the ficti- 
tious book values of equity issues, prices can be placed on common stocks at 
which the market will absorb them. 








1660 PROBLEMS OF THE RAILROADS 


Asset revaluation and recapitalization have been suggested as a last-ditch 
adjustment after everything else fails. This is a conservative approach, but 
it would seem advisable for the weakest companies—perhaps with returns chron- 
ically under 2.5 percent—to start putting their financial houses in better order. 

The Commission could probably perform a useful function in this connection 
in security-issuance applications under section 20 (a) of the Interstate Com- 
merce Act. The opportunities for voluntary changes in capital structures under 
20 (b) should be fully exploited. 

For some carriers the final answer will probably be financial reorganization 
through litigation before the courts and the Commission. Bankruptcy is an 
unpleasant development at best, but the associated reorganization should be 
recognized for what it is—a cathartic leading from sickness to health. 

It is important to recognize that bankruptcy has quite different implications 
for companies with a high ratio of investment to earnings than for firms with 
minor capital costs. In the latter case, bankruptcy means inability to pay the 
day-to-day bills with permanent failure and exit from the business. In the 
other case, embracing the railroads, cost-revenue maladjustments may be cor- 
rectible by asset revaluation and a corresponding reduction in capitalization 
and capital costs. Someone loses, to be sure, but the business continues. Among 
the present financial leaders of the industry are some which have recently been 
through the reorganization mill. 

Although incidental to present purposes, the relation between revaluation and 
regulation might be mentioned. The type of asset overvaluation under con- 
sideration has public implications as well as the private relations to capital 
structures. Carrying the full asset valuation of the deficient carriers in the 
rate base inflates the earnings requirements of the industry. It thereby exacts 
from shippers of other lines rates high enough to provide support for these 
fictitious values. 

Furthermore, the resulting rate inflation impairs the ability of the industry 
as a whole to compete with other agencies. In this administrative setting the 
argument is rather persuasive that earning impairment for the substandard 
carriers is measured by the extent to which they fall behind the average financial 
performance of the companies in their regional network. 

For example, with a regional average return of 5 percent, a company chronically 
unable to earn more than 2 percent on its accounting valuation is suffering an 
overstated value figure. If a 5-percent average is attainable under prevailing 
economic conditions and regulatory arrangements, there is some justification for 
using this as a basis to capitalize that company’s earnings and revise its valuation 
figure accordingly. 

By thus reducing the rate base for the regional network, the realized return 
is increased and the industry position changed with respect to revenue require- 
ments. Perhaps this is not so pressing now with existing return levels, but if 
remedial action is taken which significantly improves the overall position, the 
Commission should consider this matter. 


POLICY CONCLUSIONS REGARDING THE SPECIAL PROBLEM OF WEAK CARRIERS 


The foregoing analysis of the residual financial problem suggests the following 
types of action at the management, Commission, and legislative levels. 

Management: (1) Individual programs of self-help. By superior manage- 
ment, it will be possible in some cases to make better than average strides in 
revenue expansion and cost control. A number of carriers have thus pulled them- 
selves up by their bootstraps in recent years, including, for example, the southern 
and the Cotton Belt. 

(2) Bold recognition of the economic facts of life. This means active efforts 
to abandon chronically and hopelessly unprofitable facilities and services and 
further bold programs of consolidation leading to the formation of a much smaller 
number of rail systems. On the financial side, there is similar need for recogni- 
tion of hard facts by reductions in capitalizations to levels consistent with 
reasonably expectable earnings. 

Commission: Sympathetic handling, within the limits of present statutory 
requirements, of a program of physical rationalization of the railroad industry. 
Abandonment policy should be premised on the basic proposition that no class of 
users is entitled to service which incurs out of pocket losses. Consolidation 
policy should not be impeded by a desire to maintain sterile competition between 
railroads. 
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Legislation: (1) Where necessary, provide statutory encouragement to the 
Commission in adopting liberal policies regarding rationalization. Give the 
Commission control over abandonment of passenger services now exercised by 
the States. 

(2) Remove any specific obstacles to a bold consolidation program. One such 
obstacle may be the labor-protection features of section 5 of the act. Considera- 
tion should further be given to making section 20 (b) (providing for voluntary 
changes in capital structures) more effective by reducing the required assent 
from 75 to 51 percent of the securities. 

(3) Consideration should be given to collectivize to some degree the financial 
fortunes of the carriers. One specific possibility is a compulsory car-pooling 
arrangement with capital contributions and use payments based on ability to 
pay. 

GENERAL CONCLUSIONS 


I have traced, in broad outline, a program built on several main pillars which 
may be summarized as follows: (1) eliminating restrictions on the ability of the 
railroad companies to realize fully their legitimate economie potential, (2) 
absolving the companies from gratuitously performing public-service functions, 
(3) inducing physical rationalization through abandonments and an extensive 
consolidation program, (4) financial rationalization where required through asset 
revaluation and corresponding capital-structure modifications. 

With the accomplishment of these objectives, there appears to be no reason 
why shippers will not support and investors will not supply the rail facilities 
required by the economy. Facilities particularly needed for national defense 
may require special public support. 

On the other hand, it is not surprising that return rates are inadequate and 
investors are wary of an industry lacking the features embraced in such a pro- 
gram. Erecting the pillars to support adequately a sound and strong railroad 
structure will require decisive action by the managements, the Commission, and 
the Congress. 

(Table 1 and table 2 are as follows: ) 


TABLE 1.—Rates of return on Ea parte 175 valuation 
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TABLE 2.—Estimated distribution of proceeds of Ex parte 196 increase in relation 
to rate of return 
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STATEMENT OF DR. MERRILL J. ROBERTS, PROFESSOR OF 
ECONOMICS, UNIVERSITY OF FLORIDA 


Dr. Roserts. My name is Merrill J. Roberts, a resident of Gaines- 
ville, Fla., where I am professor of transportation and economics at 
the University of Florida. 

I received my B. A. degree from the University of Minnesota in 
1938 with a major in economics and since that time have had a pro- 
fessional interest in transportation matters. I was awarded the 
M. B. A. degree in 1939 and the Ph. D. degree in 1951 by the University 
of Chicago, , specializing i in each case in transportation economics. 

Prior to 1948 I served as a transportation economist with several 
Federal agencies. Since that time I have taught transportation sub- 
jects at the University of California, Los Angeles, Michigan State 
University, and the.University of Florida. I am coauthor of Trans- 
portation Principles and Problems, a standard textbook in transpor- 
tation, and have contributed a number of articles on transportation 
to professional business and economics journals. 

I propose to summarize rather informally, largely from notes, my 
rather aa statement which I have submitted. In this summary 
I would like to emphasize areas of discussion which to my knowledge 
have not been explored much, if at all, in these hearings. In addition, 
I will more betty indicate my position, more or less cast a ballot, on 
some of the issues that have been prominent heretofore, such as com- 
petitive pricing freedom, transportation excise, subsidies, transpor- 
tation integration, and the agricultural exemption matters in which 
several of the Senators have expressed some interest. 

Senator Smaruers. I might interrupt you to say anybody who is 
in the back of the room looking for a seat—we would be delighted to 
have you come up and sit up front, or, if necessary, come and sit up 
here with us. 

Go ahead. 

Dr. Rogerts. As a general 

Senator Smaruers. We want those two to come up here, please, they 
are from Kansas. 

All right, you go ahead, Dr. Roberts, we won’t interrupt you any 
more. 

Dr. Roserts. All right. 

As a general matter, what I intend to emphasize is the distinction 
between looking at this financial problem as an industry problem and 
as the problem of individual firms. 

As it is commonly described, the railroad financial problem reflects 
a chronic maladjustment between total revenues and total costs. It 
is most directly reflected by low rates of return on invested capital for 
the industry as a whole, and for regional segments. 

In these hearings, too, primary reference has been made to the rail- 
road industry. This lumping together of competent firms is appro- 
priate in many contexts, since the companies operate as an integrated 
network under common-rate levels. 

But financial performance is peculiarly 








Senator Lauscne. Speak up a little, please. 

Dr. Roperts. Sorry. 

But financial performance is peculiarly an individual firm attribute, 
not an attribute of the railroad industry or of regional networks or 
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firms. Despite the preoccupation with a mythical financial entity 
called “the railroads,” investors obviously invest in the securities of 
individual companies, not in the securities of the industry. 

This distinction between the industry and its member firms wouldn’t 
be so significant if there were a modal cluster of firms about some 
average performance. But unfortunately this is not so. The industry 
and the regional networks are characterized by a very wide variation 
in financial performance. 

In table 1 of my statement I have attempted to summarize for the 
years 1946 through 1955 and for 1955, to classify, I should say, the 
firms or the segments of the rail industry on the basis of the rates of 
return realized. It will be noted there that nearly a quarter of the 
industry, or a quarter of the plant, had return rates over 6 percent. 

Senator Scuorrrer. Mr. Chairman, would the witness kindly in- 
dicate where that is in your statement ? 

Dr. Roserts. Table 1, page 5, of the statement. 

Senator SmatrHers. Page 5? 

Dr. Roperts. Yes. 

Senator Lauscue. Page 3, isn’t it? 

Dr. Roserts. I am sorry; page 3. Page 3, yes. 

At the bottom there it will be noted that virtually a quarter of the 
industry had return rates over 6 percent, therefore was not in pressing 
need of additional revenues. On the other hand, and I think this is 
even more significant, for the purposes of my discussion, approxi- 
mately a quarter of the industry had return rates under 3 percent. 
This means, then, in about half of the railroad plant they had rates 
of return which either because of their adequacy or because of their 
extreme meagerness were of an order that made them relatively in- 
sensitive to any sort of reasonable improvement in the general level 
of the industry. 

Senator ScHorrret. When you break this down are you breakin 
this down on a railroad unit, as such, or has it been approattio’ 
from the standpoint of the mileage of the railroad ? 

Dr. Rozerts. No; the basis, the percentage distribution is on the 
basis of the proportion of the total railroad valuation. Under the 
formula provide by the Commission in £'# parte 175. 

Senator ScHorpre.. I see. 

Dr. Roserts. Because of this disparity, this collective approach, 
or looking at the financial matter from the standpoint of the industry 
is defective and misleading. In the first place, it understates the 
revenue increments actually required for financial health for the in- 
dustry by crediting in effect surpluses of the opulent companies 
against the deficiencies of the weaker companies. This, I think, is 
illustrated in table 2, which is on page 5. This classifies the plant, 
again, into three categories, with returns over 6 percent, from 4.52, 
which was the national average in 1955, to 6 percent, and under 4.52 
percent. 

Column (3) shows the net railway operating income earned by 
firms in the various groups in 1955. Column (4) shows the amount 
required for a 6-percent return. The next column shows the de- 
ficiencies in this amount. If you add up that last column that we 
referred to it comes to $470 million. However, if you take the differ- 
ence between the amount required in column (4) and the amount 
actually realized in column (3) it is only $363 million. 
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So this illustrates, I think, the fact that to view the industry col- 
lectively in this way, and to ignore individual firms actually under- 
states the full extent of the financial problem. 

Furthermore, it falsely implies that industrywide revenue incre- 
ments will be distributed among the firms according to need. This 
can be illustrated from the railroads’ presentation in the last great 
general rate level case, Ha parte 206, in which a leading railroad 
spokesman suggested that the railroads, in the aggregate, required 

or capital improvement $442 million annually. This implied that 
if the revenues that the railroads were seeking in this case should be 
realized, then this problem would be solved. 

I submit that it would not be solved unless the realized revenues 
were then distributed among the individual companies on the basis of 
their need. I see no basis for assuming that this would be the case, 
that those who need revenues the most would get the most. As a 
matter of fact, a rather crude effort to show what actually happens 
is also shown in table 2, to which we have previously referred. 

Looking at the three categories of firms, again, those with returns 
over 6 percent obviously required no additional net revenues to fill 
in an leeecten but received 25 percent of my rather rough meas- 
ure of the proceeds of Ha parte 196. On the other hand, the middle 
group, those with returns from 4.52 to 6 percent, required to achieve 
respectability, 9 percent of the revenue increment, but actually got 
18. But, most significantly, I think, the poorer carriers, those with 
returns below the national average of 4.52 percent, required 91 per- 
cent of additional revenues, but received only 54 percent. 

I think this proposition that is suggested here, that is illustrated 
here by the general rate level example, is applicable also to any 
broad scale industrywide approach to the Stablehi, whether this be 
through remedial legislation to eliminate subsidies, to eliminate the 
excise tax, to permit greater pricing freedom, or across-the-board, 
industry wide efficiency advances. They are all going to have the 
same result. 

This general approach, it is not going to do anything much for 
these poorer carriers which really are the nub of the problem which 
I think this committee is concerned with. 

It follows from what I have suggested that the railroad financial 
problem will not be solved by the collective approach. This can be 
summarized in this way, I think: An adequate level of financial 
performance for the industry as a whole or for the regional groups 
will still leave a substantial portion of the system in poor financial 
condition. 

Senator ScHorrren. I would like to ask you this at this point. 

Dr. Rozerrs. Yes. 

Senator Scnorrret. Are you approaching this from strictly what 
you would consider transportation revenues on the part of the rail- 
roads? In other words, we have some railroads here that own 
property, say, like oil and gas and coal, Are you approaching this 
strictly on railroad revenues? 

Dr. Roserts. That is right, these are operating revenues. 

Senator ScHorrrgt. I see. 

Dr. Roserts. That is right. 

If the average return based on 1955 were increased from 4.52 to 
6 percent, which generally, I think, fulfills the railroads’ expectations 
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according to their numerous statements, about half the plant would 
still have returns under 6 percent, and would be inadequate. But 
I think more significantly, about 25 percent would still have returns 
under 4 percent. Obviously, it is better to have 25 percent of the 
ylant with woefully inadequate returns than 35 or 40 percent. But 

am suggesting that the problem is still far from being solved if 
this substantial portion of the system is characterized by such return 
rates. 

There is no reason to expect the general remedies that I have men- 
tioned would offer a specific cure for the problems of the substandard 
carriers. In other words, this would come about only if their pecu- 
liarly low earning power could be traced to these causes which the 
general remedies are calculated to remove. But I think it is not 
probable that the substandard carriers are in this condition because 
they are harder hit by truck competition, because of the excise tax, 
because of the absence of pricing freedom, or the rest of these things. 

The effect of these influences, I suspect, is very general. What is 
required is a very serious exhaustive and detailed study of the spe- 
cific operating and financial characteristics of these carriers. I obvi- 
ously could not undertake this, but I did take a quick look at two 
categories of firms, those with returns over 6 percent and with returns 
under 3 percent. 

As might be expected, the firms in the poorer class were character- 
ized by very low traffic density. Comparative figures are 42.8 million 
ton-miles per mile of road, versus 16.6 million, a very sharp differ- 
ence. But I was most impressed by evidence that the firms with 
the poorer financial performance are characterized by especially costly 
plant. Only 1 of the 32 companies in the group with returns over 
6 percent showed investment over $250,000 per mile of road. On 
the other hand, 8 of the 31 companies with returns under 3 percent 
were in this class. 

I think this means that two types of remedial action are needed 
to achieve real and lasting financial stability in the railroad industry. 
First, the elimination of barriers restricting the composite level of 
financial performance, and correction of the situation of the sub- 
standard carriers. 

The attack on the problem of the composite level of financial per- 
formance, or the collective or industrywide approach, requires the 
elimination of barriers to the economic functioning of the rail system. 
Such barriers distort market guidance regarding the appropriate 
role of the railroads in the economy and the level of investment in 
railroad facilities. Corrective action is required at the management, 
Commission, and legislative levels. 

First, with respect to management, obviously the main avenue here 
is programs of self-help, calculated to reduce costs and to increase 
revenues. 

I would like to concentrate on the revenues side. What is needed, 
I think, is much more enlightened pricing policy. Despite the fact 
that we have regulation which limits the freedom of management, still 
the initiative rests with management and in order for a pricing policy 
to be completely rational and to best serve the interests of the com- 
panies, adequate information and appropriate concepts must be em- 
ployed. 
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I believe the railroads have been deficient in both respects. Again 
looking at Ha parte 206, which is sort of an epitome of pricing, several 
difficulties, I think, emerge. In the first place, there is confusion be- 
tween the relevance of traffic volume and net revenues. Quite clearly, 
the function of management in a private sense is not to maximize the 
amount of business it does, but to maximize its profits and by concen- 
trating on volume rather than net, the carriers miss, I am sure, many 
opportunities to better themselves financially through pricing action. 

In addition to the question of appropriate economic concepts, there 
is a question of information. So far as I know, the railroads depend 
pretty much for costing information on the work of the Interstate 
Commerce Commission’s staff. With their superior resources I think 
they could carry costing much further than the Commission has done, 
and much to their benefit. 

In addition, much more market research is needed. The railroads 
have lagged far behind other industries, as far as 1 know, in market 
research. The days of market research through the traffic solicitor 
I think should be over. What is needed are broad programs of action 
on a scientific basis in market research. 

At the Commission level I would like to emphasize primarily the 
question of pricing freedom. This is a matter that is of interest to 
the committee. However, it has been covered rather extensively. But 
I would like to make a few observations. I believe that the present 
regulatory policy unduly restricts pricing freedom, and that this 
restriction stems at least partly from a faulty definition by the com- 
mission of what constitutes destructive competition. The Commis- 
sion should look at the effect of the rate proposals on the net revenues 
of the pricing carrier, and not at the effect on the competing carriers. 
The relevant question is whether or not the carrier would be better off 
with the reduced rate. This, incidentally, is one of the historical 
aspects of a definition of a compensatory rate which the Commission 
has operated with for many years. For some reason it has tended to 
get lost throughout the years. 

This suggests—and I want to emphasize this point particularly— 
that the workability of intermodal competition depends upon rational 
pricing action. Looking at the propositions just mentioned, if the rate 
proposal for a reduced rate by the railroads is calculated to increase 
their net revenues, then I believe no other legitimate interests are 
impaired. 

In the first place, the shippers of noncompetitive traffic are not 
harmed. In fact, they are gained as has been pointed out many times 
in these and other hearings, they will gain because of the greater 
contribution to the overhead burden that the additional revenues make, 
or that the pricing action yields. Nor do I believe that the legitimate 
interests of nonrail competitors are impaired if the pricing proposal 
improves the revenue position of the railroads. Destructive competi- 
tion is that which is characterized by prices that are calculated to lose 
money for a time in an effort to drive competitors out. I don’t believe 
that that need at all be a feature of freer price competition in the 
transportation area. 

I see no substantial reason to expect that competing carriers would 
be driven out. In the water carrier field I think it is particularly rele- 
vant, getting back to an observation Dr. Frederick made, that the car- 
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riers make no payments for the very expensive capital investments 
that are made on their behalf. 

In concern over competitive pricing, or in discussions of competitive 
pricing, concern is expressed that the railroads will reduce rates to 
an out-of-pocket cost level. There wide margin between full costs and 
out-of-pocket costs is regarded as a competitive advantage over the 
water carriers who do not have this margin for competition because 
virtually all of their costs are directly related to the amount of traffic 
handled. But it is significant that the main reason for this difference 
in cost characteristics is the fact that the railroads do provide their 
own right-of-way, and the water carriers do not. In other words, 
for competitive purposes, the out-of-pocket costs of the railroads are 
comparable to the full costs of the water carriers. 

There is also little danger that the trucking industry would be 
throttled, because of its substantial service superiority. 

But I would make the further observation that the present level 
of investment in any kind of transport facilities, whether it is rail, 
water, or motor, is not sacred. Fewer motor carriers, or even smaller 
motor carriers, will not necessarily impair efficiency. Such studies as 
have been made indicate that there are no real economies of scale 
in motor transportation. There is no particular loss to the public 
if the motor carriers do operate on a smaller scale. 

[ will pass over proposed legislative action very briefly because the 
matters involved have been discussed previously. I would support 
legislation to free up price competition, the elimination of subsidies— 
concurring completely in Dr. Frederick’s statement—repeal of the 
excise, and a freer abandonment of unprofitable facilities and service. 

I do not concur, however, in the commonly made proposals with 
respect to integration of transport facilities. I believe, as is true of so 
many problems of economic policy, there are pros and cons. You have 
to weigh the gains against the losses and this is sometimes difficult. 
But at least on my se ales the benefits do not outweigh the social costs. 

The economies that can be achieved are nominal, according to my 
view, largely because of the character of motor-carrier costs. Without 
» large overhead cost burden, bringing together rail and _independent 
motor operations will not effect substantial economies in the motor 
service. 

A specific source of expected economies is common use of terminal 
facilities, But it is hardly likely that rail less-than-carload-lot sta- 
tions, are very apt to provide highly efficient truck terminals. These 
have to be specially designed for efficiency according to the character 
of the traffic handled. Rail facilities frequently will not. be appro- 
priately located nor arranged. So I think the benefits from the 
standpoint of costs are rather limited. 

On the other hand, the social cost. from the loss of vital intermodal 
competition would be very great. Competition between the railroads 
has been typically very sterile. The 1 ‘ailroads have responded, how- 
ever, to the competition of the newer agencies, as seen by the service 
improvements motivated by the advent of the air and motor age. 

Such programs as these will improve the general level of financial 
performance of the industry and, of course, will, at the same time, im- 
prove to some extent the position of some of the weaker carriers. 

Although determination of the rea] causes and cures of this need 
substantial attention, I would like to suggest several approaches: 








1668 PROBLEMS OF THE RAILROADS 


first, physical rationalization; second, transfusion of financial blood 
from the stronger to the weaker carriers;.finally, as a residual neces- 
sity asset reevaluation and capitalization modification. 

hysical rationalization certainly would help the entire industry, 
but I suspect it would be most relevant for the substandard carriers. 
First there is a need for abandonment of unprofitable facilities. I 
would suggest that the guiding premise here should be that railroads 
should not be required to render gratuitously public service functions. 
I recognize that there are occasions when social welfare considerations 
require that such services be maintained. But getting back to Senator 
Schoeppel’s question, I would concur with Dr. Frederick that these 
costs should be made explicit and they should be paid from public 
sources, 

Looking at the commutation problem as a classic case, if there is 
a social purpose in maintaining the central core of metropolitan cen- 
ters by underpriced commutation services, the cost of doing this should 
be an explicit charge on the community involved. I don’t believe that 
this position is inconsistent with general opposition to subsidies. It 
is, as Dr. Frederick pointed out, a question of the purchase of spe- 
cific services for the public account. 

With respect to consolidation, governing policy should recognize 
the general sterility of rail competition in contrast with the rather 
substantial economies that could be achieved by eliminating dupli- 
cating mileage, and the other operating benefits that would result. 
In addition, an extensive consolidation program would have certain 
financial benefits. If the merger of companies of uneven financial 
strength is effected on a realistic financial basis, with the security 
holders of each line participating in the new company according to 
potential earning capacity of the assets contributed, some of the finan- 
cial disparity which exists between firms will be ironed out. In this 
connection, and we might consider two categories of costs, operating 
costs and capital costs. The financial weakness of a carrier may be 
due to high capitol costs. A number are characterized by excessively 
expensive plant or higher operating costs. But in either case the fi- 
nancial adjustment required by the merger reduces the capital costs 
and evens up the financial prospects of the various components of the 
railroad plant. 

There should be legislative consideration to removal of restrictions 
on consolidation and, if possible, the addition of positive incentives. 
I think this is a very important area of consideration. Some restric- 
tion arises from the labor protection provisions of section 5 of the 
act. 

I would not argue with the social desirability of protecting the 
rights of labor in these consolidation situations, but it 1s questionable 
that they should fall, as a charge, upon specific mergers. I think 
it would be much more appropriate public policy to handle labor 
protection as an aspect of social insurance. 

Another potential barrier to a full-scale consolidation movement is 
the intervention of antitrust considerations with respect to the elim- 
ination of competition As I have suggested public policy should 
recognize that we are not giving up much in the loss of competition 
among railroads. 

It may be possible, too, to produce actual incentives to consoli- 
dation. I have not studied the matter in any detail, but it has oc- 
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curred to me that perhaps some sort of tax incentives might be em- 
loyed. 

: ae approach that I would suggest to the problem of the 
substandard carriers, is the transfusion or transfer of economic and 
financial strength from the stronger to the weaker carriers. This is 
fraught with a great deal of legal and administrative difficulty, to 
be sure; something along this order was tried in 1920 with the ill- 
fated recapture provisions. In addition there are certain questions 
of principle involved. 

n the one hand, there is the danger of the artificial support of un- 
economic plant investment that should be written off, or written down. 
On the other hand, transfusion is a way to drain off the windfall that 
is gained by some carriers as a result of the fact that all the carriers in 
a region operate on a common rate level. 

The greatest concern, I suppose, is for the interest of the shippers 
who utilize the more profitable lines from whose earnings the trans- 
fusions would be made. But with common rate levels in a region with 
carriers with very poor rate returns they tend to drag down the sys- 
temwide financial position and create a pressure for increased rates 
for all shippers, including the patrons of the profitable railroads. 

The Robin Hood approach, transferring some excess earnings to the 
poor carriers would actually alleviate some of the pressure for higher 
rates, 

The superior alternative would be to reduce the rates on the wind- 
fall lines with the higher earnings and rates of return. But this is 
impossible with the collective pricing arrangement. 

Under present circumstances, then, of collective ratemaking, I be- 
lieve that, if it could be made administratively feasible, on principle, 
some transfusion is justified. I would suggest that consideration be 
given to a compulsory car pool, with capital contributions to be made 
by the various carriers on the basis of tie ability to pay. I think this 
would be a feasible transfusion device, and it would also have a num- 
ber of ancillary benefits. The pool would help eliminate empty-car 
mileage, and it would certainly be helpful in dealing with the problem 
of chronic car-deficit roads. 

However, even with these general remedies that we have men- 
tioned, the rationalization and the transfusions, I suspect there would 
still be some problem carriers left. For them, I see no final answer 
except asset reevaluation and capitalization revisions. In this con- 
nection, I would like to make the distinction between what we might 
call accounting value and economic value. The former represents the 
cost of assets as recorded on the company books or in the Commis- 
sion’s valuation accounts, where a price is placed upon the historical 
accumulation of capital equipment. There is no necessary connection 
between this sum and true economic vaiue, which is measured by the 
earning capacity of the plant involved. 

Investment mistakes, changed market conditions, and a number of 
factors can produce a situation where the economic value falls behind 
this accounting value. There is evidence that this has happened in a 
number of cases. For example, if two carriers operate in the same ter- 
ritory under identical regulation and market conditions, and one of 
them is able to earn a return of 8 percent typically, and the other a re- 
turn of only 2 percent, this indicates that the market places a peculiarly 
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low value on the assets in the second company. This means that, so far 
as economically significant factors are concerned, such companies are 
over capitalized in terms of earning capacity. ‘When this happens, 
it is impossible to reward capital suppliers adequately and capital 
funds cannot be attracted on a reasonable basis. 

In extreme cases this will mean full-scale financial reorganization. 
On the other hand, there are opportunities, I believe, for some adjust- 
ment of this sort on a voluntary basis through section 20 (b) of the 
Interstate Commerce Act. 

I would like to summarize— in, perhaps, another 2 or 3 minutes— 
some remedial possibilities for the substandard carriers. For manage- 
ment, individual programs of self-help are required. A number of 
carriers have thus pulled themselves up by their bottstraps by exceed- 
ing the industrywide average with respect to achieving efficiency and 
developing revenues. Classic cases here are the Southern and the 
Cotton Belt. 

Furthermore, there is a need for bold recognition of the economic 
facts of life. This means sloughing off properties that don’t earn, re- 
vising assets valuations and capitalization. 

On the legislative level, I suggest statutory encouragement for the 
abandonment of services that are unprofitable, perhaps taking the 
form of the suggestion commonly made of placing this control ex- 
clusively with the Interstate Commerce Commission. 

I would particularly urge the removal of any specific obstacles to 
a bold consolidation program, including the section 5 protection of 
labor, as it now is constituted, and the matter of competition as a con- 
trolling factor. 

Finally, consideration should be given to collectivizing to some de- 
gree the financial fortunes of the carriers to correspond to their col- 
lectivization with respect to operating characteristics and ratemaking. 

That concludes my statement. 

Senator Smatuers. Thank you very much, Dr Roberts. 

Senator Schoppel, do you have any questions ¢ 

Senator Scuorre.. No questions. 

Senator Smatners. Senator Lausche ? 

Senator Lauscne. You are of the opinion that the present laws and 
a resent operations do not produce adequate competition for the 

seid health of the public and the industry, itself ¢ 

ere Roserts. I am of that opinion; yes, sir. 

Senator Lauscne. Do you ascribe this answer to that same principle 
of holding an umbrella over one mode of transportation ? 

Dr. Roserts. I believe it comes down to that 

Senator Lauscne. Prejudicial to others? 

Dr. Rosertrs. Yes; I believe it comes down to this. I believe that 
the railroads, particularly, are denied full opportunity to realize their 
economic potential under the present system of regul: ation. 

Senator Lauscur. What is your view on the subject of the various 
types of transportation being permitted to diversify their service ? 

Dr. Roserts. I touched on that very briefly. 

Senator Lauscue. Well, you can give a brief answer. I am just 
trying to get 

Dr. Roserts. Yes. I do not favor integration of this sort. I think 
the integration would, naturally, stem from railroads who would go 
into other industries and, as I suggested, I think the social loss, and 








PROBLEMS OF THE RAILROADS 1671 


the loss of vital interagency competition, would outweigh any possible 
gains in terms of economy. 

Senator Lauscue. What is your opinion as to whether or not, be- 
‘cause of special help from the Federal Government, some modes of 
transportation are being subsidized to the danger of other modes? 

Dr. Roserts. Well, as I suggested, I concur in Dr. Frederick’s more 
detailed exposition of the implications of subsidy, and would favor 
strongly the imposition of full user charges for all publicly provided 
facilities. 

Senator Lauscue. And your objective would be to put them on an 
equal basis, so that there would be genuine competition ? 

Dr. Roserrs. That is right. 

Senator Lauscur. On the basis of charges made for service and 
quality of transportation ? 

Dr. Roserts. That is right. 

Senator Lauscue. You would propose to eliminate a competitive 
advantage derived through subsidies provided by Government ? 

Dr. Roserrs. I would. 

Senator Lauscue. How long have you given study to this particu- 
lar phase of the discussion ? 

Dr. Rozerts. With respect to the subsidy ? 

Senator Lauscue. Yes. 

Dr. Roperts. Generally, since I started studying transportation; I 
suppose 1938, about 20 years. 


a 


Senator Lauscur. You have been studying transportation for 2( 
years. How long have you been a professor at the Florida Univer- 
sity ¢ 


Dr. Roperts. Since 1948. 

Senator Lauscne. 1948 ¢ 

Dr. Roserts. Ten years; yes, sir. 

Senator Lauscure. Do you have any connections in the business 
world that would prevent you from giving an unbiased opinion at 
this hearing? 

Dr. Roserts. No, sir; none at all. 

Senator Lauscue. Are you connected with railroads? 

Dr. Roperrs. Not in any way. 

Senator Lauscue. Trucking transportation, barge carriers, or air 
carriers ¢ 

Dr. Roserts. No, sir; none of them. 

Senator Lauscue. Your whole lifetime has been devoted to teach- 
ing? 

Dr. Roverrs. Teaching and Government service. 

Senator Lauscue. Teaching and Government service ? 

Dr. Rozertrs. Yes. 

Senator Lauscue. In what capacity were you connected with the 
Government ? 

Dr. Rosertrs. As a transportation economist with the Tennessee 
Valley Authority, the OPA, and the Bureau of Agricultural Eco- 
nomics. 

Senator Lauscue. I think that is all. 

Senator Smatuers. All right, sir. Doctor, thank you very much. 

Dr. Roserts. Yes, sir. 

Senator Smaruers. I think your remarks are very helpful. It is 
a very scholarly paper which you have presented to us, and it is going 
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to make a real contribution to these hearings. We thank you very 
much, sir. 
Our next witness is Dr. Jules Backman, of the New York University. 
Mr. Backman. Senator. 


Senator Smatruers. Doctor, de go right ahead. We will make 
your statement in full a part of the record. 
(The prepared statement of Dr. Backman is as follows :) 


The sharp decline in railroad carloadings and, in turn, in net income and net 
operating revenues, of the American railroads in recent months has focused public 
attention on the railroad problem. The deterioration in the financial position 
of the railroads has been reflected in a sharp decline in the market values of 
their common stocks and in some dividend reductions and omissions, has resulted 
in unemployment, and in a curtailment of capital expenditures. i 
Table 1 shows the months’ changes in 1956 and 1957 for several key figures. 
The trends may be summarized as follows: 
Freight carloadings lagged behind the 1956 totals in every month in 1957, 
except July and August. The largest declines occurred in the closing months 
of the year. Part of the decline in the fall of 1957 reflected the fact that a 
year earlier the totals had been stimulated by the upsurge in activitiy after 
the end of the steel strike. Nevertheless, even after allowing for this factor, 
it is clear that carloadings have declined sharply. 
Total operating revenues tended to average slightly higher in the first 8 
months of 1957 because of the 5-percent increase in freight rates made effec- 
tive December 28, 1956. In the closing months of 1957, total operating reve- | 
nues fell below the 1956 level, despite the further increase of 4.8 percent 
in freight rates effective August 26, 1957. ; 
Net railway operating income was lower in most months of 1957, with | 
the average decline about 14 percent for the year. In November and Decem- | 
ber, the decline exceeded 25 percent. 
Net income followed a similar pattern, with the total decline somewhat 
larger. 


' 
These trends are properly a matter of national concern, because | 

our railroad transportation system is of crucial importance in the 

highly interrelated American economy. The key role of the rail- 

roads in the transportation industry is readily indicated. | 


Almost half of all freight still is shipped by rail. 

During the war years, almost 80 percent of the increase in freight traffic 
was handled by the railroads; excluding pipelines, the railroads handled 
88 percent of the increase. 

The railroads are the backbone of our transportation system. The other 
forms of transportation, also, have vital roles to play. As our economy has 
grown increasingly more complex, specialization also has developed in the 
transportation industry. The speed of the airplane, the low cost of special- 
ized pipelines and waterways, the flexibility and convenience of the truck in 
short-haul traffic, the overall service (including standby service) of the rail- 
roads, including the ability to haul huge quantities of freight and passengers— 
these combine to provide today’s highly developed and integrated transportation 
service. From the peculiar economics and characteristics of each form, there 
has evolved a transportation system designed to meet the varied needs of our 
highly integrated and diversified economy. 

A sound national transportation policy must recognize the great reliance 
we, as a people, place upon the railroads in a period of national emergency or 
war. The bulk of manpower and material was moved by the railroads in World 
War II. Intercity freight traffic by railroad was somewhat more than doubled 
(in ton-miles) from 1939 to 1944. 

Even more marked, however, was the heavy reliance upon railroads for move- 
ment of the military forces, as well as of civilians, particularly those involved 
in war industry. Rubber and gasoline shortages seriously limited passenger- 
car movement, so that intercity traffic increasingly was concentrated on passen- 
ger trains. The number of passenger-miles reported by steam railroads more 
than quadrupled from 1939 to 1944. In relative terms, the railroads handled 
just short of three-fourths of all intercity passenger traffic in 1944. 
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The essentiality of the railroad system, even in peacetime, has been clearly 
evident when work stoppages have halted railroad transportation and left 
to other forms of transportation the burden of handling traffic customarily 
moved on the rails. Within the matter of a few days, if not hours, the situa- 
tion quickly has reached a crisis stage; virtually every form of production 
and distribution has been adversely affected. Ample recognition of this essen- 
tiality, even in peacetime, also is apparent and implicit in the various statutory 
provisions for the adjustment of labor disputes in the railroad industry and for 
Government intervention promptly if these arrangements fail to produce an 
acceptable agreement. 

With grave international tensions visible currently and little prospect of 
their relaxation or disappearance, we must be concerned with the basic strength 
of the railroad carriers. The Presidential Advisory Committee on Transport 
Policy and Organization properly concluded : 

“While a general transportation policy should concern itself primarily with 
our developing national economy, it must also be concerned with potential defense 
requirements. In the latter context, two primary objectives may be noted: 
(1) To emphasize the growth and development of the several forms of transport 
somewhat in accord with the proportional demands that defense will make upon 
them, and (2) to support their financial well-being to the end that they will be 
physically in excellent shape and possessed of a desirable flexibility and some 
degree of excess capacity. A policy under which the transportation enterprises 
generally live in precarious financial position is not a policy calculated to en- 
hance our preparedness. Any policy which has the effect of weakening any 
form of transportation on which we must place major reliance in the event of 
war is not a satisfactory defense policy” (Revision of Federal Transportation 
Policy, April 1955, p. 5). 


RAILROAD VOLUME HAS WIDE CYCLICAL FLUCTUATIONS 


During the early months of 1957, the entire national economy was still at boom 
levels. It remained on a high plateau until after the summer months, and then 
began to decline. However, the total decline has been smaller than recorded by 
the railroads. For example, in January 1958, the Federal Reserve Board index 
of industrial production was 8.9 percent below that of a year earlier (133 versus 
146), while carloadings had declined 15.6 percent. 

Two factors account for this disparity in the magnitude of decline. First, 
railroad volume usually fluctuates more than does output for the entire economy. 
This results from the greater dependence of the railroads on the so-called heavy- 
goods industries, in which volume also fluctuates more than for the entire 
economy. 

Thus, although total industrial production fell only 8.9 percent in January, as 
compared with a year earlier, steel output, which is an important source of 
railroad traffic, declined 38.8 percent; bituminous coal production was 15.7 
percent lower. 

A similar pattern has prevailed in the past when declines in railroad traffic 
also have been greater than for the balance of the economy. The following 
changes took place in 1948-49: 

Total production of goods and services as measured by gross national 
product recorded no change. 
Industrial production declined 7 percent. 
Steel output declined 12 percent. 
Ton-miles of railroad freight declined by 17 percent. 
The 1953-54 pattern was as follows: 
Total gross national product declined less than 1 percent. 
Industrial production declined by 7 percent. 
Steel output declined by 21 percent. 
Ton-miles of railroad freight declined by 9 percent. 

These data show that railroad volume declined much more than output gen- 
erally in the 1948-49 and 1953-54 recessions. The recent declines represent a 
repetition of this earlier experience. Thus, the fact that declines are larger 
should not, taken alone, create a sense of crisis in the railroad situation. 


LONG-TERM LOSS OF POSITION IN ECONOMY 


The second and more important factor affecting the position of the railroads 
is their long-term loss of relative position in our national economy. When the 
short-term cyclical trend is superimposed on the declining long-term trend, the 
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result is severe pressure on the railroads. Some of the evidence concerning the ' 
declining position of the railroad is summarized briefly below. 

Although total volume of traffic carried by the railroads is now greater than 
in the thirties, the railroads’ relative share of total transportation volume has 
been declining fairly steadily. The railroads are an essential element in modern- 
day transportation—in peace, as well as in war emergencies. But, under 
peacetime conditions, the industry no longer exhibits long-term growth. 

Competitive forms of transportation, most of them still in their first genera- 
tion of growth, have made significant inroads upon the traffic traditionally 
moved by rail. In World War II, this declining tendency was temporarily re- ; 
versed as ralroads were again restored to their historic position as the Nation’s ; 
primary transportation medium. But not even the demands placed upon the ' 
Nation’s transportation system arising from the invasion of Korea was sufficient ' 
to reverse the declining percentage of freight and passenger traffic carried by the i 
railroads. t 

Income originating in railroads: The United States Department of Commerce 
reports data showing national income originating in various industries. The 
transportation industry as a whole contributed $16.7 billion to the Nation’s in- 
come in 1956. Some measure of this industry’s role in the national economy can 
be gained by contrasting its contribution with other ‘giant’ industries. Thus, 
transportation in 1956 originted 50 percent more income (some of employee com- 
pensation, entrepreneurial income, corporate profits before taxes, and interest) 
than the primary-metals industries, nearly twice the income contributed by all 
food manufacturers, and more than double the income arising in the automobile 
and automobile-equipment industries. 

Despite its large absolute level of income, however, transportation has lagged 
behind the expansion which has characterized the rest of the economy during 
the past decade. The changes for transportation for several selected dates since 
1929 are shown below: 


Percent of total national income 
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In 1956 transportation accounted for only 4.9 percent of national income, as 
compared with 6.4 percent in 1939 and 7.5 percent in 1929. The entire burden of 
this decline—and more—has been borne by the railroads. 

From 1929 to 1956 the relative importance of the railroad industry has been cut 
by more than half, from 5.2 t 2.1 percent of national income. In contrast, the 
proportion of national income originating in other forms of transportation has 
risen from 2.3 percent in 1929 to 2.8 percent in 1956. 

As compared with 1939, the railroads have failed to expand as much as the 
national economy, while other forms of transportation have expanded at a faster 
rate than the national economy. Thus, the railroads’ share of income originating 
fell from 3.8 percent in 1939 to 2.1 percent in 1956, while the share of all other 
forms of transportation rose from 2.6 to 2.8 percent. 

The relative loss in position of the railroads is also reflected in the data for 
intercity movement of freight and passenger traffic. In the late twenties the 
railroads handled about three-fourths of the intercity freight traffic; motortrucks 
accounted for about 3 percent. From 1929 to 1939 the railroad total declined, 
while the movement by truck continued to rise. As a result, the railroad propor- 
tion fell to 62 percent and the truck share increased to 10 percent. During the 
war years the railroads handled most of the rise in traffic. Asa result, their share 
of the total rose to 71.3 percent in 1943 and 67.3 percent in 1945. Since the end of 
World War II, however, the railroads have failed to reach the wartime volume 
of ton-miles. On the other hand, the number of ton-miles shipped by motor car- 
riers has more than tripled. In 1956 the railroads were handling only 48.2 percent 
of the intercity traffic, while the trucks accounted for 18.7 percent. The shares 
of the important carriers have changed as follows: 
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Percent of intercity freight traffic 
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Thus, although the railroads handle more ton miles now than before the war, 
their relative share of the total has continued to decline significantly. 

The relative loss in passenger business has been even more marked. In the 
late twenties the railroads accounted for more than 70 percent of the intercity 
passenger miles (exclusive of those carried by private passenger cars) and 
buses accounted for between 10 and 15 percent; the air carrier was virtually 
nonexistent. By 1939 the railroad share had declined to 65 percent, buses 
had increased to 26 percent, and air carriers accounted for only 2 percent. 
Throughout the postwar years the picture has changed dramatically. In 1956 
railroads (34.9 percent), buses, (31.1 percent), and air carriers (31.4 percent) 
were of about equal relative importance. 


Percent of intercity passenger miles 





1929 1939 1956 
Steam railroads. ciiiuad <isieiiiieliat ie 70.7 65.0 34.9 
Buses-__ : Et eit 15.4 26.0 31.1 
Air carriers_ - - Sidhe ae Ses, Wi 2.0 31.4 
Electric interurban railways- - we schema 6.4 .7 .3 
Iniand waterways - - ES 8 tee al 7.5 4.3 2.3 
me ia dda. ine elds 5 Didleote wbbth boleh abba weed eee 100. 0 100. 0 100. 0 


The upsurge in plane travel has been largely at the expense of the railroads. 
From 1945 to 1956, passenger-miles on the railroads declined from 92 billion to 
28 billion while air travel rose from 3 billion to 26 billion passenger-miles. Prac- 
tically all the wartime gain in railroad traffic has been lost. In 1956, the railroads 
handled fewer passenger-miles than in 1941—and the decline still continues. 
Actually, the loss in relative position of railroads has been much greater than 
suggested by these data because they omit the impact of the shift of a considerable 
volume of traffic to passenger automobiles. 

In the early twenties the private automobile was in its infaney but it has 
since expanded to the point where in 1956 it accounted for more than 88 percent 
of all the intercity passenger traffic. In contrast, last year railroads accounted 
for only about 4 percent of the total passenger-miles. 

There is no indication up to this point that there has been any reversal in 
these trends. The inroads are still taking place. These data reflect the rise of 
powerful competition which has destroyed the virtually monopolistic position 
formerly enjoyed by the railroads. These data tell a story of a fundamental 
change in the position of the railroads in our economy. Unfortunately, our 
regulatory policies have failed to reflect fully these developments. The regu- 
latory process is obsolete and the railroads are the prime victim of the resulting 
regulatory rigidity. 

Relationship to deflated gross national product: The declining position of the 
railroads is also shown when trends in their volume are contrasted with the 
changes in volume for the entire economy. The official estimates of gross national 
product provide the best single measure of total national economic activity. They 
ure widely employed not only by Government in determining public policy, but 
also by business in appraising the current position and outlook for the national 
economy. 

The same figures, corrected for price change, likewise provide a valuable 
measure of national physical output of goods and services. Real gross national 
output has advanced from $149.3 billion in 1929 to $332 billion in 1956 (in 1949 
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dollars), or an increase of 122.4 percent. The extent to which railroads have 
failed to keep pace with national trends becomes apparent when this rise in the 
Nation’s total volume of goods and services is compared with the increase in rail- 
road traffic units. The gain in traffic units since 1929 has been 38.1 percent as 
compared with the 122.4 percent rise in real national output. Goods and serv- 
ices have been produced in ever greater volume over this historic period. But 
the railroads have not participated proportionately in the movement of this 
greater volume. 

Table 2 shows the changes in traffic units and in real gross national product 
for several selected periods. 


TasLe 2.—Percent changes in railroad traffic units and real gross national 
product, 1919-56 
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The lag of railroad traffic units in each of the periods, except from 1939 to 1945, 
is evident. 

Only under emergency conditions of World War II did railroad volume rise 
faster than real gross national product. Over the remainder of the forties and 
fifties traffic units were tilted downward, even as real gross national product 
continued to move upward. Thus, for the period from 1945 to 1956, traffic units 
declined by 18.6 percent while real gross national product increased by 26.2 per- 
cent. The relative and absolute lag in railroad volume in the postwar period 
is only too evident from table 2. 

Revenue ton-miles and industrial production: An even more significant compar- 
ison is that between changes in revenue ton-miles and in industrial production. 
The Federal Reserve Board index of industrial production, despite its all-inclu- 
sive label, measures only changes in the physical output of goods by the Nation’s 
factories and mines. It covers only about 30 percent of the Nation’s total out- 
put of goods and services. However, it is a better measure of change in those 
sectors of the economy in which most of the demand for railroad transportation 
is generated. 

The comparison with industrial production serves to reinforce the earlier 
demonstrations of loss of relative position by the railroad industry. Table 3 
shows the changes for selected periods. 

By 1939, industrial production had almost regained the predepression level; 
revenue ton-miles, however, lagged about 25 percent below the 1929 total. Reve- 
nue ton-miles increased more rapidly than industrial production during World 
War II. By 1956, however, industrial production was 147 percent higher than 
the 1939 level, while revenue ton-miles had increased by only 94 percent. Be- 
tween 1945 and 1956, industrial production increased by 33.6 percent and revenue 
ton-miles declined by 5 percent. As was noted earlier, these diverse trends con- 
tinued in 1957. 

It is clear from these data that despite the enormous investment in new plant 
and equipment and the major programs of modernization in the past decade, the 
railroads have been waging a losing battle. 


THE FINANCIAL POSITION OF THE RAILROADS 


The decline in relative position of the railroads has been accompanied by a 
deteriorating financial situation. This deterioration has been obscured by the 
general boom and inflation which has characterized the economy during the 
postwar period. In dollar terms, the railroads continued to earn money al- 
though the rate of return has been far below that in other industries. One mani- 
festation of this situation has been the difficulty in raising new funds in the 
capital markets. Another has been the high interest rates that have had to be 
paid for equipment trust certificates. 

Late in 1957 the Investment Bankers Association railroad securities commit- 
tee reported: “With a few exceptions, railroad credit is at such a low level that 
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most roads cannot finance necessary additions and betterments to roadway 
and structures and, therefore, must use retained earnings and depreciation 
acccuals to pay the costs thereof. * * * Restricted credit and inadequate 
earnings limit severely the railroad ability to undertake any but the most essen- 
tial improvements.” (The Commercial and Financial Chronicle, Dec. 19, 1957, 
p. 38.) 

One aspect of the railroad financial picture which must be viewed with serious 
concern is the narrowing margins of net railway operating income as a percent- 
age of total operating revenues. This development has increased the vulner- 
ability of the railroads to cyclical declines in volume such as we are now ex- 
periencing. It would be anticipated in an industry, which is characterized by 
heavy fixed costs, that a period of expanding volume would be accompanied by 
a sharp increase in the ratio of profits to gross revenues. Conversely, in such 
an industry, the reverse tendency would be true during periods of declining 
activity. It would be expected that the number of cents per dollar of gross 
in the form of net railway operating income would decline very sharply since 
the ability to reduce expenses lags behind the reduction in revenues. 

Net railway operating income accounted for 18.8 percent of total operating 
revehues in the 5 years 1925 to 1929. The ratio fell to 10.4 percent in 1932. 
The average for the 5 years 1930-34 was 14 percent. 

One of the characteristics of the railroad financial picture in the post World 
War II period is that in only 2 years has the ratio of net railway operating income 
to total operating revenues been as high as in the depressed year 1932. Those 
2 years were 1950 when the ratio was 11 percent and 1955 when it was 11.2 
percent, or ratios not significantly different from the low ratio in 1932. In some 
of the postwar years the ratio has fallen as low as 8 percent (1946 and 1949). 

With the ratio as low as it has been, it is not surprising that the moderate 
drops in total operating revenues have been promptly reflected in a sharp slash 
in net railway operating income. The railroads have not built up enough fat 
in good times to offset the serious and inexorable inroads to profitability in 
poorer times. 

The experience in the latter part of 1957 is not a unique one. Similar experi- 
ences occurred on two earlier occasions in the post World War II period; namely, 
during the 1948-49 and 1953-54 recessions. The dramatic declines in those two 
periods may be summarized as follows: 

In 1949 total operating revenues declined from $9.7 billion to $8.6 billion 
or by $11.3 percent. During the same period, net railway operating income 
declined from $1,002 million to $687 milloin, or by 31.4 percent. Net income 
declined from $698 million to $488 million, or 37.2 percent. 

In 1954, total operating revenues shrank to $9.4 billion as compared with 
$10.7 billion in 1953, or a decline of 12.1 percent. During the same period, 
net railway operating income fell from $1,109 million to $874 million, or 
by 21.2 percent. There was a decline in net income from $903 million to 
$682 million, or by 24.5 percent. 

We are now in another period in which a smiliar decline in railroad earnings 
is taking place. 

The inadequacy of railroad earnings during the postwar years becomes evident 
when the net railway operating income is compared with the total which the 
Interstate Commerce Commission found as an approvable amount in its decision 
in connection with Hae parte 166, dated July 27, 1948. In that decision, the 
Commission concluded that the amounts granted “meet the emergency needs of 
the petitioning carriers * * *” (470 ICC 440). 

The constructive net railway operating income approved by the Commission 
nearly a decade ago was $1,217 million, or 5.9 percent on the property values 
used by the Commission. And yet in no year in the postwar period did the total 
net railway operating income of the railroads equal this goal. 

Revenue increases usually have lagged behind cost increases. Moreover, 
there has been a steady rise in the total investment in the railroads, due to rein- 
vestment of earnings, since the 1948 decision was issued. Thus, for example, as 
compared with an Interstate Commerce Commission net property value of $20.8 
billion in 1947, the total was $25.2 billion in 1956, or an increase of 21.4 per- 
cent. In the years following 1948, total net railway operating income should 
have been considerably higher than the constructive total used by the Interstate 
Commerce Commission for that year. But instead, the railroads have failed to 
achieve even that objective. 

On the basis of valuations used by the ICC, the rate of return has not ex- 
ceeded 4.7 percent in any year in the postwar period. In five of the years, the 
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return has fallen below 4 percent. In 1957, the rate of return appears to have 
been about 3.6 percent. The ratio in recent months is probably lower. 

And even these figures overtsate the actual earnings of the railroads. The re- 
ported data for net railway operating income, in accordance with ICC regula- 
tions, include tax deferrals which arise out of accelerated defense amortiza- 
tion. Such deferrals are a charge against future earnings. At some future 
time they will result in an understatement of reported earnings to offset today’s 
overstatement of current earnings. The ICC’s handling of accelerated amortiza- 
tion does not yield a very meaningful picture of railroad earnings. If the 
deduction of all the accelerated amortization is not permitted, it would be more 
logical to recast the taxes as well so that the reported overstatement in current 
railroad earnings would be avoided. Thus, the railroad earnings position is 
even worse than suggested by the official figures. 

The earnings of the railroads are far below the rates of return of leading 
manufacturing companies and other public utility companies. The compilations 
of the First National City Bank of New York show that the return on net assets 
(a somewhat different concept than return on net investment) was 5.3 percent 
for the railroads in 1956, 13.9 percent for manufacturing companies, 10 percent 
for electric utilities, and 9.4 percent for telephone companies. Out of 65 
separate industries for which data are reported, only 2 had a poorer record than 
the railroads in 1956. The picture has been substantially the same in the other 
postwar years. These results are not surprising in light of the long-term de- 
cline in relative position of the railroad previously described. 

Modernization and rehabilitation have been recognized by the railroads as 
imperative and essential in the highly competitive transportation market. How- 
ever, inadequate earnings have limited the funds available to finance new de- 
velopments and to attract the new investment funds for this purpose. 
Nevertheless, large investments have been made out of earnings and depreciation 
charges. 

To maintain their competitive position, the railroads have turned increasingly 
to more powerful locomotives and larger freight cars, all of which required a 
large investment of capital. As late as 1946, diesel units comprised-.barely a 
tenth of all locomotives reported by class I railroads. So rapid was the subse- 
quent resort to this more efficient engine that today the number of diesel units 
is about 85 percent of the total, both in number and in tractive effort. Similar- 
ly, the average capacity per freight car today has moved up to 54 tons as com- 
pared with less than 50 tons pre-World War II and only slightly above 40 tons 
shortly after World War I. 

Technological advances in the maintenance of roadway and structures also 
have accompanied this impressive record of improved capital equipment. Among 
the many such technological improvements were the laying of heavier rail, 
the greater resort to chemically treated ties, automatic signalling devices, etc. 
The introduction of automatic yards is the latest in the series of technological 
advances. 

All of these installations and improvements cost money and must be financed 
primarily out of earnings and depreciation charges, since outside capital is 
repelled by the industry’s low rate of return. 

Capital expenditures for additions and betterment in 1956 were $1.2 billion 
and about $1.4 billion in 1957. Since the clost of World War II the railroads 
have spent about $13 billions to improve their rolling equipment and roadbeds, 
or more than the comparable amounts so spent in the two decades between 
World War I and World War ITI. 

However, the economies developed by these large new investments have been 
steadily absorbed by the continuous rise in labor costs and other costs. The 
railroads have one of the heaviest labor cost burdens among American indus- 
tries. In recent years total labor costs including payroll taxes have averaged 
slightly more than half of total operating revenues. In 1956 the ratio was 51.7 
percent. This compared with a 1935-39 average ratio of 46.4 percent. The 
size of this burden is aggravated by various featherbedding practices which 
have become an integral and accepted part of railroad labor contracts. 

In 1956 the number of full-time equivalent employees on the railroads was 
1,185,000 as compared with 1,621,000 in 1945 and 1,114,000 in 1939. During the 
same period, the total compensation of employees rose from $2.2 billion in 
1939 to $4.8 billion in 1945 and $6.6 billion in 1956. With total employment 
little different from that in 1939, the total compensation of employees has 
tripled. Since 1945 total employment has dropped by almost One-third (31.6 
percent) and compensation has risen by 37.5 percent. It must be noted that 
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the railroads are not unique in this regard. Similar increases in wage pay- 
ments have developed throughout the economy. However, there is much less 
ability to absorb larger labor costs in an industry which is declining in relative 
importance than by one which is growing significantly. 





RATE INCREASES—THE REGULATORY LAG 

The regulatory lag in the approval of increases in rates has contributed to 
the poor financial record of the railroads in the postwar period. Table 4 shows 
the dates of the various petitions for general rate increases in the postwar 
period, the dates of the ICC approval, and the amounts of increase granted. 
Three points stand out: (1) There has been a long-time lag between the peti- 
tion date and effective date of the rate increases (this is particularly burdensome 
in a period of inflation); (2) the increases permitted have been less than 
requested in each proceeding; and (3) the increases have usually been granted 
in two steps, a small interim rise after a brief review of the facts and 
then the larger increase after a complete public hearing (by that time, rising 
costs have again required new rate increases). 

As is shown on the table, it has usually been 2 to 3 months before an interim 
rise was approved and became effective. The final disposition of the petition 
has usually taken between 6 months and a year, except for Hx parte 196, early 
in 1956; this petition was disposed of in about 2 months. However, in Hz 
parte 206, in 1957, the ICC was back on the longer-than-6-months schedule. 

Table 5 shows the amount of gross revenues lost to the railroads because of 
these regulatory lags. 

The estimate is based on the assumption that the increase could have been 
made effective 30 days after the petition instead of the later dates which 
actually prevailed. The loss in terms of the increases granted has ranged from 
$41 million in connection with Ez parte 196 to $364 million in connection with 
Er parte 206. The regulatory lag in the 1946-57 period has cost the railroads 
$1,803 million in gross revenues. After taxes, the revenues foregone probably 
have exceeded $800 million. 

This is a rough estimate. The actual loss would have been somewhat dif- 
ferent depending upon the impact of the rate increases on the volume of traffic. 
But regardless of the precise amount involved, it is Clear that the railroads 
have failed to obtain a substantial amount of revenue because of the regulatory 
lag. And the amount would be even greater if allowance were made for the 
delays in obtaining passenger-fare increases and for the failure of the ICC to 
grant the full amount of the increases requested. 

It is difficult to understand why so much delay was necessary in granting 
these rate increases. The level of net railway operating income at the time 
of the petitions was usually so low that a major proportion of the requested 
rise could have been granted promptly without yielding the railroads an ex- 
cessive return on their investment. The data showing the railroads’ financial 
position are all collected in accordance with ICC regulations and are available 
on a fairly current basis to the Commission. Under these conditions, larger 
interim increases could have been granted immediately and the full petition 
should have been acted upon in much shorter periods of time. Moreover, the 
fact that these increases were requested within a framework of general. price 
inflation meant that any special adverse effects of the requested rate increases 
upon traffic would have been largely neutralized by similar increases for other 
transportation rates and for prices generally. 

This delay in obtaining rate increases is in sharp contrast to the situation 
in the nonregulated industries. The promptness with which most other com- 
panies have been able to pass on cost increases, particularly in labor costs, 
in the form of price increases in the postwar period, is well known. In many 
industries, price and wage increases have become effective on or about the same 
day. Railroads have had to pay these price increases. Management in other 
industries has been free to exercise its best judgment as to the amount and 
timing of such price increases. On the other hand, railroad management has 
had control over neither the timing nor the amount of rate increases. It has 
only had the privilege of determining when it would request such increases. 


, 


REGULATED RAILROADS FACE STIFF COMPETITION BUT CAN’T MAKE COMPETITIVE 
ADJUSTMENTS 


The transportation industries are among our most heavily regulated indus- 
tries. When regulation of the railroads was introduced, the industry occupied 
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virtually a monopoly position. As late as World War I, most of the intercity 
passenger traffic and over three-fourths of all intercity freight traffic moved 
by rail. It is not surprising, therefore, that the primary reliance was placed 
upon regulation rather than competition to determine the proper level of rates 
and to insure satisfactory and economical service. 

With the advent of motor travel, the railroads’ monopoly position has slowly 
but surely disappeared. Long-haul passenger traffic has been shifting rapidly 
to the airplane while shorter distance transportation has shifted largely to 
the automobile. Much of the short-haul freight already has been taken over 
by the motor carriers. Pipelines, too, have assumed a dominant position in the 
movement of petroleum products. The railroad industry has been faced with 
competition as intensive as has prevailed in any industry. Despite these major 
changes in the competitive picture, the railroads continue to be regulated as 
tightly as if they were still in as impregnable a position as they appeared to 
hold in the horse-and-buggy era. 

In the nonregulated market, firms are free to enter the business except for 
the restraints or limits of the capital required, to abandon service or production 
completely, to change the products or services that they offer, to determine the 
parts of the market which they would like to service, to expand or contract 
their operations, to obtain any rate of return they can earn, to determine 
the sections of the country in which their plants should operate, to determine 
the prices at which they will sell their products, and to make counter-moves 
when their competitors take any action which would encroach on their volume. 
In a regulated industry such as the railroads, these activities are subject to 
Government approval. The freedom to counter promptly the actions of com- 
petitors, to adjust prices freely, and the other aspects of an unregulated market 
do not prevail. 

Government and regulatory bodies have taken many actions in recent years 
which improve the position of other forms of transportation and strengthen 
their relative position. The substantial expenditures of public funds on high- 
ways, waterways, and air transportation illustrate this point. The result of 
these expenditures has been to stimulate competition by other forms of trans- 
portation which are in part directly or indirectly subsidized by the Gov- 
ernment. If the diversion of traffic from the railroads continues their capacity 
to compete effectively with other transportation media will be impaired further. 

Ordinarily, our dynamic economy is in a state of flux. New ways of doing 
things, new types of products, new firms, are always appearing. Innovators 
and innovation are always in evidence. Affected competitors are free to make 
such adjustments to these challenges as they find feasible within the frame- 
work of their own financial ability and imagination. In contrast, when a 
major change is made in the competitive situation in the transportation indus- 
tries, the railroads are not free to react as competitors normally do. They 
cannot experiment to determine a proper policy because many of the changes 
that they might introduce must receive approval from the ICC or State regu- 
latory bodies—in some instances only after long delay. Prompt response to 
protect their position becomes very difficult under these conditions. Instead 
of the fluid response to new competitive action, we find the rigid and con- 
trolled responses which are inevitable under conditions of regulation. Before 
proper countermeasures can be worked out the battle may be lost. 

And even after the battle is lost, the railroads are not free to contract the 
scope of their activities as happens in competitive markets. Unprofitable 
services cannot be readily curtailed or abandoned even though this often 
could be done with less harm in the diversified transportation economy of 
today than in the railroad-dominated transportation economy of pre-World War 
I. Railroad investment is largely fixed, or “sunk,” and once made cannot be 
readily withdrawn or rendered liquid. The heavy investment in fixed plant 
and equipment becomes unduly oppressive in the event of any decline in the 
rate of operations. Unlike some other forms of transportation, the railroads 
cannot retire from the field when volume slackens or open up shop elsewhere 
in an effort to recover lost volume. 

Under these conditions, it is difficult, if not impossible, to reduce excessive 
physical plant. Yet such measures as these are typical readjustments in an in- 
dustry in which ground is lost to competitors. The railroads thus are exposed 
to the adverse effects of competition but are not free to apply the remedies 
available to competitors. They lose ground first because they cannot meet the 
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competition head on, and then their losses are compounded because they cannot 
readjust their plant following their loss of relative position. 

Given the opportunity, the railroads could compete vigorously with other sec- 
tors of the transportation industry and thus build a firmer basis for a more per- 
manent competitive position in the years ahead. But the regulatory environment 
is such that the railroads cannot compete freely. Instead, they experience a 
further deterioration in their relative position in the transportation economy 
without being able to take either effective defensive or retaliatory action. 


PROPOSED PROGRAM 


Is there any solution to the current railroad problem? Tradition and precedent 
and past habits of thought have thus far created an Iron Curtain which has 
acted as an enormous barrier to a realistic approach to solving the railroad 
problem. The fundamental requirement is for a reorientation in our thinking 
about the regulation of railroads. The Presidentia! Advisory Committee pointed 
out in April, 1955, “Paradoxically, the underlying concept of this regulation has 
continued to be based on the historic assumption that transportation is mono- 
polistic, despite the fact that the power of individual transportation enterprises 
to exercise monopoly control has been rapidly eliminated by the growth of per- 
vasive competition.” The shackles of regulation must be loosed significantly 
and some new approaches must be found to handling old problems. 

There are several steps which must be taken by the railroads. To keep their 
financial house in order, the railroads must continue to seek out inefficiencies 
and to eliminate them. New technological changes must be adopted as soon as 
possible within the limits of the ability to finance them. In addition, there 
must be a revamping of labor contracts, the promotion of mergers, more ex- 
perimentation with flexible ratemaking, and greater freedom to abandon un- 
profitable services. 

Railroad labor contracts contain many featherbedding provisions which add 
to railroad costs and which aggravate the financial position of the railroads. In 
some instances as, for example, the mileage basis of pay, the standards are 
established on the basis of operating conditions which have long since become 
obsolete. A 100-mile run may have represented a full day’s work for an engineer 
40 years ago. But with more powerful engines, more multitrack mileage, and 
the elimination or modification of grades and curves, these standards no longer 
should apply. The wage structure, too, is antiquated. It is a paradoxical situa- 
tion where substantially higher wages are paid to employees in the passenger 
service, which is operating at a substantial loss, than in the profitable freight 
service. 

The make-work rules of the railroads require a complete overhauling. Such 
rules add to costs and adversely affect the financial position of the railroads. 
Changes in this area will be difficult to effectuate. One approach might be the 
appointment of a commission of distinguished citizens, including labor experts, 
to study this problem and to propose a solution in keeping with the public interest. 
A lack of cooperation by railroad labor in such an undertaking will have ad- 
verse effects on all the parties concerned. The railroads will continue to suffer 
a loss in position and in net income, employees will lose jobs, and the public 
will lose service. 

Duplications in facilities and in services among different lines should be elimi- 
nated, particularly where alternative means of transportation are available. 
Such a development will require mergers, some of which have already been 
proposed and are in the discussion stage. Encouragement should be given to 
further tendencies along these lines. Under the Washington agreement, workers 
are protected against the elimination of jobs which may result from such steps. 
Railroads also should be permitted to abandon unprofitable trains and lines 
more promptly. If necessary, they should be permitted to replace the complete 
elimination of such railroad service by bus and truck service. 

More experimentation is also required in pricing railroad services. There 
are some phases of this pricing I have never been able to understand. For 
example, a bedroom from New York to Chicago costs $78.07 while a roomette 
costs $72.51, or only $5.56 less. In light of the difference in space and con- 
venience, either the bedroom is too cheap or the roomette is too expensive. 
by widening the spread between the two types of accommodations the net 
yield from a given train could be increased. 
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Similarly, more flexible pricing in freight service might be found to yield 
more satisfactory revenues. Unfortunately, the revenue needs have been so 
great as a result of the postwar inflation that general rather than selective 
increases in rates have been required. What is required now is the scalpel, 
not the meat ax, approach. 

Certainly, the whole rate area requires review to determine whether the 
structures which were largely designed to meet the problems of yesteryear are 
still satisfactory under today’s intensely competitive conditions. In this con- 
nection, the varying rate increases requested at the close of 1957 represent a 
step in the right direction. The railroads should also give greater emphasis 
to market research and to experimentation in pricing such as is done in other 
industries on an expanding scale. 

However, to make many of these changes as well as others requires a revi- 
sion in our regulatory policy. I think that the report on “Revision of Federal 
Transportation Policy” made by the Presidential Advisory Committee on Trans- 
unt! pues and Organization in April 1955, contained a proper approach to this 
problem. 

The Committee noted that it “has proceeded from these fundamental premises 
in its reappraisal of national transportation policy; namely, that the trans- 
portation industry operates today in the general atmosphere of pervasive com- 
petition ; that adjustment of regulatory programs and policies to these competi- 
tive facts is long overdue, and that the restoration and maintenance of a pro- 
gressive and financially strong system of common carrier transportation is of 
paramount importance to the public interest.” (A Report to the President, 
prepared by the Presidential Advisory Committee, Revision of Federal Trans- 
portation Policy, April 1955, p. 2). Its recommendations, which were designed 
to implement these “fundamental premises,” mark a significant reorientation 
in attitudes along the lines noted earlier. 

In light of the large losses experienced by the railroads on their passenger 
business, the Advisory Committee’s recommendation that the ICC be empowered 
to override certain State service requirements if continuance of such service 
would result in a net revenue loss or otherwise unduly burden interstate and 
foreign commerce provided reasonably adequate service in lieu thereof is avail- 
able is a particularly important one. Any measures which help relieve the bur- 
den of their enormous passenger deficit will help the railroad situation signifi- 
cantly. 

The straitjacket of control over the railroads must be modified. The intensely 
competitive situation which has developed among transportation agencies in 
recent years provides the public substantial protection against rate gouging. 
However, the ICC must continue to protect the public against excessive rates on 
noncompetitive traffic and the transportation agencies against the adverse 
effects of excessive rate cutting. I would emphasize or add to the proposals 
of the Advisory Committee as follows: 

1. Railroads should be permitted to set their own rates without prior ap- 
proval from the ICC. The ICC should be authorized to check rate changes after 
they have been established to make sure that they are not excessively high, 
do not involve cutthroat competition by being too low, or are not unfairly 
discriminatory. 

2. Railroads also should be permitted to enter other transportation fields, 
particularly trucking, in order to be able to offer a more complete service to the 
public. 

3. Mergers or consolidations in the. public interest should be encouraged. 

4. A commission should be established to study and make recommendations 
concerning the make-work rules on the railroads. 

5. The extent to which the 3-percent excise tax on freight has resulted in a 
diversion of traffic by large shippers, who can afford to acquire their own trucks, 
should be determined. Airlines and common carrier trucklines as well as the 
railroads are affected by this tax. Consideration should be given to the repeal 
of this tax which was introduced during World War II. 

Such a program will not solve some of the problems, including the subsidiza- 
tion of other means of transportation, faced by the railroads. But it should go 
a long way toward improving their competitive strength and ensuring a stronger 
financial position for the railroads so that this indispensable link in our trans- 
portation network will be in a position to meet any future national emergency. 


(The charts above referred to are as follows :) 
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TABLE 1.—Freight carloadings, total operating revenues, net railway operating 
income, and net income, class I railroads, monthly 1956 and 1957 


| Freight carloadings 
in thousands) 


Total operating revenues 


(in millions) 







































































j 
| 1956 1957 Percent 1956 1957 Percent 
| change change 
Bo 
Seamiee.. 33 0 Se 2,713 2, 565 —5.5 $832. 0 $855. 6 +2.8 
TT hte ga all | 2, 751 2, 616 —4.9 814. 6 815.5 +.1 
ne he -| 3, 517 3, 446 —2.0 889. 0 903. 6 +1.6 
SERED gE dos tna cae Snee “4 2, 969 2, 696 —9.2 877.4 886. 1 +1.0 
|| Se aS 3, 115 2, 888 —7.3 924. 9 906. 5 —2.0 
OMe ESE Lilet ASS ne ak aed | 3, 863 3, 631 —6.0 900. 0 867. 9 —3.6 
EL an a 2, 397 2, 707 +12.9 807.2 872.7 +8.1 
 biidabrdrancutadedbene 3, 700 3, 7% +1.0 906. 9 929. 9 +2. 5 
NN i cet kk. comeee 3, 155 2, 851 —9.6 874. 4 873.0 —.2 
ON i ia al le 3, 284 2, 920 —I1L1 962. 7 927.3 —3.7 
UID eigen sind cones zacneabnkokeee 3, 740 3, 223 —13.8 887. 2 829. 9 —6.5 
SIOURN oi ne duaek wn bcuseut 2, 641 2, 221 —15.9 870. 6 824.8 —5.3 
a a. ee | 37, 845 35, 500 —6.2 10, 491. 4 10, 545. 3 —.5 
— ea i: — —_ 
TABLE 2. 
Net railway operating income (Net income in millions) 
(in millions) 
| 1956 1957 Percent 1956 1957 Percent 
change change 
January dade ota dace $62.9 $58. 3 —7.3 $46. 3 $43. 1 —6.9 
February. -------- sO | 67.0 65.7 —19 47.0 47.0 0 
RRO RE OS | 88.9 89.9 +1.1 70.3 71.2 +1.3 
Pi dis ik Weiets dbs nan 94.3 81.2 —13.9 74.2 60.6 —18.3 
ay... Ria 102. 6 80.8 —21.2 86.3 64.5 —25.3 
June __- 95. 3 74.0 —22.4 77.7 57.3 — 26.3 
July-- ; om 61.7 68. 5 +11.0 43.9 48. 2 +9.8 
pO SS ee . oi 103. 8 96. 4 —7.1 | 87.2 79. 5 —8.8 
OPIN ckclnccce cane 97.6 84. 2 —13.7 | 77.9 63.7 —18.2 
Cen ss cbs sci 121.8 99. 6 —18,2 103. 6 79.8 —23.0 
November. --_.-.-...---- 87.9 64. 2 —27.0 | 68.5 45.2 —34.0 
PRNEEINS: wae caurkatss oa | 85.9 59.0 —31.3 95.7 73.6 —24.1 
eeaéhavenecaa ; on 1, 070.3 922.3 —13.8 879.0 | 740.0 —15.8 
| 
| | 
TABLE 3.—Percent changes in revenue ton-miles and industrial production, 
1919-56 
a ao a — ees ad fie 
Railroad Industrial | Railroad Industrial 
traffic units production | traffic units | production 
ve ||- — a -| 
| 
Ri. nina | 11.5 51.3 || 1989-56... .........- 94.1 | 146. 6 
Rd tied sentido —25. 5 —1.7 1930-45............- | 104. 3 84.5 
1919-66. ........ 53.8 266.7 || 1945-56_--_- : —5.0 33.6 
ia | 44. 6 142. 4 | | 
| 
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Taste 4.—Freight rate increases authorized by Interstate Commerce 
Commission since 1945 


























Ex Percent 
parte Date of Increase requested Date of Effective increase 
No. petition report date author- 
ized 
148-162 | Apr. 15, 1946 | 25 percent..___._--..__.._.-..-...----.-]| Jume 20,1946 | July 1, 1946 6.5 
Dec. 5,1946 | Jan. 1, 1947 10.4 
17.6 
166 | July 3,1947 | 25 percent eastern, 15 percent southern |......-...-.__-|_-...--.-------- PRE ET 
and western. 
Sept. 5, 1947 | 38 percent eastern, 28 percent southern | Oct. 6,1947 | Oct. 13,1947 8.9 
and western. 
Dec. 3,1947 | 41 percent eastern, 31 percent southern | Dec. 29,1947 | Jan. 65,1948 7.6 
and western. 
Apr. 13,1948 | May 6, 1948 3.6 
July 27,1948 | Aug. 21, 1948 1.0 
22. 6 
168 | Oct. 1, 1948 | 8 percent................---------- _...| Dee. 29,1948 | Jan. 11,199] 5.2 
ee. (Sa eee 1 SO UNO. on oo. hs cence Aug. 2,1949 | Sept. 1, 1949 3.7 
9.1 
ROR s ees 1G, 1OGE 1 GO es ook wcrc secice ieee Mar, 12,1951 | Apr. 4, 1951 2.4 
Ee a ee. 1 AO ONO a6 nn canes. ce addbdbalniben Aug. 2,1951 | Aug. 28, 1951 4.0 
Apr. 11,1952 | May 2, 1952 6.8 
13.8 
ee RS a ee a a Eee Ee Mar. 2,1956 | Mar. 7, 1956 5.5 
206 | Sept. 27, 1956 |. 15 percent eastern and western._..._.__|.....----.-..-- A eer tee fees By 
Nov. 6,1956 | Emergency 7 percent eastern and | Dec. 17,1956 | Dec. 28, 1956 
western. 5.0 
— 14, - Emergency a ------ Feb. 4,1957 | Feb. 23, 1957 
an. 11,1957 | 22 percent eastern and western.....-_.- 
Feb. 1,1957 | 15 percent southern.................... Jaug. 6, 1957 | Aug. 26, 1957 4.8 
10.0 


TABLE 5.—Additional gross revenues railroads would have received if rate in- 
creases authorized had been made effective 30 days after dates of petition, 
1946 to 1957 


Amount 

De rn een men ancien $355, 000, 000 
athe een dealinendinen shane 222, 000, 000 
Ee SE, 200 ncn ne bb Shree recom necesmpennne 215, 000, 000 
Neen en wenn celts apg uaiataetanreeninas amepeaiber enon 178, 000, 000 
I a cnc hn sce venge Som eects nb mnmniciun niaveuteooue 184, 000, 000 
IRE ESR ODE FS CEE RSs 244, 000, 000 
Neen eee abblang ee e-ennvecenn aie 41, 000, 000 
Teen dead ed Sulnnesesaridnenewnees 364, 000, 000 

a a a certs 1, 803, 000, 000 


NotTre.—Estimates assume railroads had retained 84 percent of the authorized increases. 
‘The 84 percent factor represents the ratio of effective rates to authorized rates developed by 
Bureau of Transport Economics and Statistics, Interstate Commerce Commission. See 
Monthly Comment on Transportation Statistics, December 14, 1951, p. 6. 


Senator Smaruers. And then in any way that you care to brief 
it, we would appreciate it. 

Dr. Backman. Thank you, sir. I have brought along a statement 
which just brings up to date on several pages the data which were 
included in the statement I submitted a couple of months ago. And 
I would like to submit the corrected statement which is not changed 
as to recommendations but just brings some of the figures up to date 
for inclusion in the record, if I may. 
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Senator Smaruers. All right, sir. 

Dr. Backman. My name is Jules Backman, professor of economics 
at New York University and I have been connected with New York 
University for more than 20 years. 

During much of this period and before I have acted as an economic 
consultant to Government and to many companies and industries, 
including the railroads, in wages and rate cases. 

During the past 14 years I have given considerable attention to the 
problems of transportation, particularly the railroads. 

During the early months of 1957 the entire national economy was 
in the middle of a boom. It remained on a high plateau until about 
the middle of the year, after which this current recession started. 

Now, during this decline, the decline in railroad carloadings and 
other measures of physical volume in the railroads has been consid- 
erably greater than the decline in other parts of the economy. 

Two factors account for this disparity in the magnitude of decline. 
First, railroad volume usually fluctuates more than the economy as a 
whole because of the great dependence of the railroads upon the 
heavy goods industries, which account for a very substantial part of 
their traffic. 

The second and more important factor affecting the position of 
the railroads is their long-term loss of relative position in our 
national economy. 

When we have a short-term cyclical decline, superimposed upon 
this long-term decline, the result inevitably is the very severe pres- 
sures to which the railroads are subjected today. 

The decline in the relative position of the railroads has been accom- 
panied by a seriously deteriorating financial situation. 

Actually, this deterioration has been taking place through most of 
the postwar period, but it has been obscured in part by the general 
boom and inflation which characterized much of this period. 

In dollar terms, the railroads continue to earn money, although 
the rate of return has been far below that in other industries. 

One manifestation of this situation has been the difficulty the rail- 
roads have experienced in attempting to raise money in the capital 
markets. Another has been the high interest rates they have had to 
pay on equipment trust certificates. 

ne aspect of the railroad financial situation which must be viewed 
with serious concern is the narrowing margin of net railway operat- 
ing income as a percentage of their total operating revenues. In 
fact, their return even before the current decline, the relationship 
between total net railway operating incomes and gross revenues was 
even lower than in 1932. This development has increased the vul- 
nerability of the railroads to any cyclical decline such as we are now 
experiencing. 

The railroads have not been able to build up in good times the fat 
required to meet the problems of bad times. 

he tragedy of much of this situation is that even the reported 
figures, as bad as they are, overstate the actual results, and this is 
due in part to the requirements of the Interstate Commerce Com- 
mission as to how they report their revenues, how they treat acceler- 
ated amortization and how they treat tax deferrals. 
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At some future time there will be a corresponding understatement 
in reported earnings, but today even these low earnings represent an 
overstatement of the actual situation. 

Modernization and rehabilitation have been recognized by the rail- 
roads as important and essential in the highly competitive transpor- 
tation market. However, the inadequate earnings to which I have 
referred have made it difficult, if not impossible, to finance many of 
the new developments and certainly to attract new investment funds 
for this purpose. 

The railroads have reinvested large amounts of their earnings and, 
of course, have had depreciation reserves available for this purpose. 

However, the economies which have been realized by large new in- 
vestments, and an outstanding illustration would be the dieseliza- 
tion of the railroads, have been steadily absorbed by the continuous 
rise in labor costs and other costs. 

The railroads have one of the heaviest labor cost burdens of any 
industry in America. 

In recent years total labor costs, including payroll taxes, have av- 
eraged slightly more than half of total operating revenues. 

In 1956 the ratio was 51.7 percent. This, compared with a pre- 
World War II average of 4614 percent. 

The size of this burden is aggravated by various featherbedding 
ractices which have become an integral and accepted part of railroad 
abor contracts. 

Another very important factor which has affected the railroads and 
particularly their ability to build up any fat has been the regulatory 
lag in approval of increases in rates, and this has contributed to the 
poor financial record of the railroads. 

On table 4 of my prepared statement, and that appears on page 21, 
I have reproduced the various petitions for general rate increases in 
postwar period, the dates of the ICC approval and the amount of in- 
creases granted. 

Three points stand out from this table. 

First, there has been a long-time lag between the petition date and 
the effective date of the rate increases. 

This is a particularly burdensome situation in periods of infla- 
tion. 

Secondly, the increases permitted have been less than requested in 
each proceeding. 

And thirdly, the increases have usually been granted in two steps, 
a small interim rise after a brief review of the facts, and then the 
larger increase after a complete public hearing. Incidentally, by the 
time the completed decision has come down a new round of wage and 
other cost increases has usually made it necessary to make new ap- 
peals for rate increases. 

It has usually been at least 2 or 3 months before the interim rises 
have been approved and become effective. 

The final disposition of these petitions has usually taken between 6 
months and a year, except for Fx parte 196, bare in 1956. That 
petition was disposec of in about two months. 

However, in Bs a parte 206, in 1957, the ICC was back on a longer 
than 6 months schedule. . 

On page 22 of my more complete statement, I show table 5, which 
indicates the additional gross revenues the railroads would have re- 
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ceived if rate increases authorized had been made effective 30 days 
after the dates of petition, not the amounts that the railroads re- 
quested, just the amounts that ultimately were granted by the In- 
terstate Commerce Commission. That is all that this table is con- 
cerned with. 

If I had included the difference between what they received and 
what they asked these figures, of course, would be considerably higher. 

This estimate is aor upon the assumption that the increase could 
have been made effective 30 days after the petition instead of the later 
dates which actually peepee 

The loss in terms of the increases granted has ranged from $41 
million in connection with #'x parte 196 to $364 million in connection 
with Hw Parte 206. 

The regulatory lag in the 1946-57 period has cost the railroads 
$1,803 million in gross revenues. After taxes the revenues foregone 
probably have exceeded $800 million. 

Mr. Barton. At that point, does that assume here that they have 
taken the full increase or does it take into account the actual increases 
that they have taken after being granted the general increase ? 

Dr. Backman. This assumes that they have retained 84 percent 
of the authorized increases. In other words, this does not cover all 
of the increases; an allowance is made for the fact that in some in- 
stances the railroads have not passed on in their actual rates the amount 
that they were permitted to charge. 

Mr. Barton. They only passed on about half of what has been au- 
thorized since 1946 ? 

Dr. Backman. I do not think that is strictly accurate. I think what 
happens is this: The railroads have a product mixture. They have 
low-rated items like agricultural products and they have higher rated 
items like machinery or some other finished goods. If agriculture be- 
comes a higher proportion of the total amount shipped, this pulls 
down the average. Or, if you have a change in the length of haul, 
there are a whole series of factors which distinguish the change in 
what I think you are referring to, the revenue per ton-mile, and the 
authorized rate increases. It is true that the railroads have received 
or have been able to hold on a revenue per ton-mile basis something 
in the neighborhood of half. 

But, that reflects some of these other factors. In other words, if 
the percentage of iron ore and coal and agricultural supplies has gone 
up, as it has, this automatically pulls the average received down, even 
though the individual rates have gone up more than this net resulting 
figure shows. 

Senator ScHorpPeL. Have you checked the exhibit that was offered 
to this committee by one of the water carriers with reference to agri- 
cultural products which concerned the rates charged on grains? 

Dr. BackMAN. No, sir; I have not. 

Senator ScHorrre.. It was a rather revealing exhibit, which would 
indicate that the charges for the agricultural products, namely grains, 
was terrifically high. 

Dr. Backman. For the railroads? 

Senator Scuorrreu. Their charges were high? 

Dr. Backman. I may be in error, but every time I have looked at 
the agricultural, the average rate received for agricultural products, 
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it is always near the bottom of the list. There may be something I 
have missed, but——— 

Senator ScHorrre.. I would appreciate it if you take a look at that 
chart. 

Dr. Backman. I will try to get hold of it. 

Mr. Barron. I think you will find it, Doctor, in the testimony of Mr. 
Childe. 

This $1,803 million then is your best estimate, is that correct ? 

Dr. Backman. That is right. 

As I say in my statement, this is a rough estimate. The actual loss 
would have been somewhat different, depending upon the impact of the 
rate increases on the volume of traffic. But regardless of the precise 
amount involved, it is clear that the railroads have failed to obtain a 
substantial amount of revenue because of the regulatory lag. 

Incidentally, the amount would be even greater if allowance were 
made for the delays in obtaining passenger fare increases and for the 
failure of the ICC to grant the full amount of the increases requested. 

In other words, I make no pretense that this is a precise dollar count. 
It may have been somewhat larger or it may have been somewhat 
smaller, but I do want to indicate the effect in very broad strokes, of 
the regulatory lag, particularly under conditions when railroad earn- 
ings were relatively low and so far as I can see, no really understand- 
able reason could be obtained within the framework of the law for 
failure to act much more promptly. 

I find it difficult to understand why so much delay has been necessary 
in granting these rate increases. The level of net railway operating 
income at the time of the petitions—and I have studied all of them— 
was usually so low that a major proportion of the requested rise 
could have been granted promptly without yielding the railroads an 
excessive return on their investment. 

The data showing the railroads’ financial position are all collected 
in accordance with ICC regulations, and are available on a fairly 
current basis to the Commission and also to the public. 

Under these conditions larger interim increases could have been 
granted immediately and the Fuller petition should have been acted 
upon in much shorter periods of time. Moreover, the fact that these 
increases were requested within a framework of general price inflation 
meant that any special adverse effects of the requested increases upon 
traffic would have been largely neutralized by similar increases for 
other transportation rates and prices generally. 

It is a fact that the relative proportion of railroad transportation 
costs to the destination price of goods has been going down because 
railroads’ rates have gone up less than other prices. 

So that during such periods, unlike a period of price stability, 
the problem of diversion of traffic becomes much less important. 

The delay in obtaining rate increases is in sharp contrast to the 
situation in the nonregulated industries. The promptness with which 
most other companies have been able to pass on cost increases, par- 
ticularly in labor costs in the form of price increases, is particularly— 
is well known for the postwar period. In many industries price and 
wage increases have become effective on or about the same day. Rail- 
roads have had to pay these price increases. 

Senator Lauscur. May I interrupt at this moment? 

Dr. Backman. Yes, sir. 
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Senator Lauscue. Do the thoughts which you expressed about the 
last 2 or 3 sentences and which you made referrable to the railroads, 
also apply to other modes of transportation? They are all regulated 

Dr. Backman. Yes, sir. 

Senator Lauscue. You are speaking to general industry when you 
state that they are able to increase their prices concurrently with the 
grant of higher wages ? 

Dr. Backman. Oh, yes. I do not have in mind the airlines. 

Senator Lauscus. Or the barge lines or the truckers? 

Dr. Backman. I should have said, I meant to say, and I think my 
statement says, nonregulated industries. 

Senator Lauscne. Yes; you did say that. 

Dr. Backman. So that 1 certainly have not in mind the electric 
utilities or any of the regulated industries, because, there, there has 
been a very important lag in many conditions. 

Railroads and other transportation agencies have had to pay these 
price increases, which nonregulated industries have been able to put 
into effect very promptly. 

Management in other industries has been free to exercise its best 
judgment as to the amount and timing of such price increases. On 
the other hand, railroad management has had control over neither 
the timing nor the amount of the increase. It has only had the privi- 
lege of determining when it would request such increases. 

Now, as has been testified before this committee many times I am 
sure, when the regulation of the railroads was introduced the indus- 
try occupied virtually a monopoly position. As late as World War I, 
most of the intercity passenger traffic and over three-fourths of all 
intercity freight traffic moved by rail. It is not surprising, there- 
fore, that the primary reliance was placed upon regulation rather 
than competition to determine the proper level of rates and to insure 
satisfactory and economical service. 

More recently, the railroad industry has been faced with competi- 
tion as intensive as has prevailed in any industry. Despite these 
major changes in the competitive picture, the railroads continue to 
be regulated as tightly as if they were still in as impregnable a posi- 
tion as they appeared to hold in the horse-and-buggy era. 

Government and regulatory bodies have taken many actions in 
recent years which improve the position of other forms of transpor- 
tation and strengthen their relative position, and some of the ques- 
tions you have asked, Senator Lausche, have been, in effect, directed 
to that whole area, where the Government has taken action. 

The substantial expenditures of public funds on highways, water- 
ways, and air transportation illustrate this point. The result of these 
expenditures has been to stimulate competition by other forms of 
transportation which are, in part, directly or indirectly subsidized 
by the Government. 

If the diversion of traffic from railroads continues, their capacity 
to compete effectively with other transportation mediums will be 
impaired further. 

And, even after the battle is lost, the railroads are not free to con- 
tract the scope of their activities as happens in competitive markets. 
Unprofitable services cannot be readily curtailed or abandoned, even 
though this often could be done with less harm in the diversified 
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transportation economy of today than in the railroad-dominated 
transportation economy of pre-World War I. 

Railroad investment is largely fixed or sunk and, once made, can- 
not be readily withdrawn or rendered liquid. The heavy investment 
in fixed plant and equipment becomes unduly oppressive in the event 
of any rate of decline in operations. Unlike some other forms of 
transportation, the railroads cannot retire from the field when vol- 
— slackens or open up shop elsewhere in an effort to recover lost 
volume. 

Senator Lauscne. May Linterrupt? Has that been a rollcall vote? 

Senator Smaruers. No; that is a quorum preceding the vote. They 
have not started voting yet. 

Off the record. 

Discussion off the record. ) 
enator Smaruer. Mr. Hicks, we will be delighted to have your 
statement for the record at this time. 

Mr. Hicks. I will give it to the stenographer. 

Senator SmaruHer:. We will have copies made for you, so that each 
Senator will get to see it. 

(Mr. Hicks’ statement appears following Dr. Backman’s presen- 
tation. ) 

Dr. Backman. Under these conditions of fixed investment, sunk 
investment, it is difficult, if not impossible, to reduce excessive physi- 
cal plant. Yet such measures as een are the typical readjustments 
in an industry in which ground is lost to competitors. The railroads 
thus are exposed to the adverse effects of competition, but are not 
free to apply the remedies available to competitors. They lose ground, 
first, because they cannot meet competition head on, and then their 
losses are compounded, because they cannot readjust their plant fol- 
lowing their loss of relative position. 

Given the ey believe the railroads could compete vig- 
orously with other sectors of the transportation industry, and thus 
build a firmer basis for a more permanent competitive position in the 
years ahead. 

But the regulatory environment is such that the railroads cannot 
compete freely. Instead, they experience a further deterioration in 
their relative position in the transportation economy without being 
able to take either effective defensive or retaliatory action. 

Is there any solution for the current railroad problem / 

Well, tradition and precedent and past habits of thought have thus 
far created an iron curtain which has acted as an enormous barrier 
to a realistic approach to solving the railroad requirement. The fun- 
damental requirement is for a reorientation in our thinking about the 
regulation of railroads. There are several steps which must be taken 
by the railroads themselves to keep their financial house in order; 
the railroads must continue to seek out inefficiencies and to eliminate 
them. New technological changes must be adopted as soon as pos- 
sible, within the limits of the ability to finance them. In addition, 
there must be a revamping of labor contracts, the promotion of 
mergers, more experimentation with flexible ratemaking, and greater 

om to abandon unprofitable services. 

Railroad labor contracts contain many featherbedding provisions 
which add to railroad costs and which aggravate the financial posi- 
tion of the railroads. In some instances, as, for example, the mileage 
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basis of pay, the standards are established on the basis of operating 
conditions which have long since become obsolete. A hundred-mile 
run may have represented a full day’s work for an engineer 40 years 
ago, but, with more powerful engines, more multitrack mileage, and the 
elimination and modification of grades and curves, these standards no 
longer should apply. 

enator Scnorrrer. Doctor, how long do you think it would take 
for the railroads to make a proper readjustment, with reference to the 
union position with the railroads now ? 

Dr. Backman. Senator, I think the railroads, by themselves, would 
find it very difficult to do very much and, hence, I have a suggestion. 

Senator Scnorrren. Fine. 

Dr. Backman. Which I will make in one moment. 

Senator Scuorrret. Very well. 

Dr. Backman, I just want to observe that the wage structure is also 
antiquated. To me, it is a rather paradoxical situation where sub- 
stantially higher wages are paid in the passenger service, which loses 
so much money, than in the profitable freight service. 

The make-work rules of the railroads require a complete overhaul- 
ing. Such rules add to costs and adversely affect the financial posi- 
tion of the railroads, and changes in this area will be difficult to effec- 
tuate. One approach might be the appointment of a commission of 
distingushed citizens, including labor experts, to study this problem 
and to propose a solution in keeping with the public interest. A lack 
of cooperation by railroad labor in such an undertaking will have 
adverse effects on all the parties concerned. 

The railroads will continue to suffer a loss in position and in net 
income, employees will lose jobs, and the public will lose service. It 
is of some interest to note that the current volume of railroad employ- 
ment is the lowest for any period for which we have records. 

I think it is about equal to what it may have been in around 1900. 
The total has fallen below 900,000. Railroad workers have as much 
interest in anything which means a survival of this industry as do the 
carriers themselves, because this means jobs. 

Duplications in facilities and in services among different lines should 
be eliminated, particularly where alternative means of transportation 
are available. 

Such a development will require mergers, some of which have already 
been proposed and are in the discussion stage, and I would like to 
differ with Professor Roberts. I do not think that the Washington 
agreement, which is the agreement incorporated in law in effect, to 
provide for labor, is much of a barrier to mergers. To me, it seems 
et proper to take care of the workers who are going to be hurt 

y mergers for the time period that may be involved. 

But that, as I say, is not the main factor in the way of mergers. 
Encouragement should be given to further tendencies along these 
lines. Railroads also should be permitted to abandon oe 
trains and lines more promptly. If necessary, they should be per- 
mitted to replace complete elimination of such railroad service by bus 
and truck service. 

Similarly, more flexible pricing in freight service might be found 
to yield more satisfactory revenues. Unfortunately, the revenue 
needs have been so great as a result of the postwar inflation that gen- 
eral, rather than ni ay thy increases in rates have been required. 
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What is required now is the scalpel, not the meat-ax approach. 
Certainly, the whole rate area requires review to determine whether 
the structures which were largely designed to meet the problems of 
yesteryear are still satisfactory under today’s intensely competitive 
conditions. 

Many people fail to realize that the trucks compete effectively with 
the railroads with an average revenue per ton-mile in excess of 6 
cents against the average for the railroads of a little less than a cent 
and a half. 

One of the reasons, of course, is the skimming off of the higher rated 
traffic, and the railroads often are not in a position to cut those rates 
in order to try to get that traffic back. 

Senator Lauscue. Please restate those figures. 

Dr. Backman. I said the revenue per ton-mile, that is, 1 ton of 
freight carried 1 mile by the trucks, is somewhat in excess of 6 cents. 
For the railroads, it is a little less than a cent and a half. But the 
trucks compete in what may be called a skimming-off operation, 
namely, taking the high-rated traffic, and the railroads are then left 
with the lower rated traffic, leading to the situation I discussed earlier 
in terms of product mix. In this connection, the various rate increases 
requested at the close of 1957, when selective rate increases were re- 
quested, represent a step in the right direction. 

The railroads should also give greater emphasis to market research 
and to experimentation in pricing, such as is done in other industries, 
and they should do this on an expanding rate. 

However, to make many of these changes, as well as others, requires 
a revision in our regulatory policy. The straitjacket of control over 
the railroads must be modified. The intensely competitive situation 
which has developed among transportation agencies in recent years 
provides the public substantial protection against rate gouging. 

Senator Scuorrret. Mr. Chairman, I would like to ask the gentle- 
man here—I think you are the third witness that has mentioned 
market research. I take it, then, that you must feel there has been no 
adequate market research, as such, by the roads, themselves, or do you 
feel there should be an overall market research approach to this thing? 

Dr. Backman. This would have to be a job undertaken by each 
individual railroad. There has been some—TI do not mean to imply 
there has been none. Some railroads have been doing a job in this. 

Senator Scnorrre.. So I understand. 

Dr. Backman. Others still have to get into the field. This is not 
something that can be done universally, because the Santa Fe must 
do its research in its area and the Pennsylvania do its research in its 
area. There is room for a central accumulation of techniques, which 
could then be distributed. 

Senator Scnorrren. In other words, then, that is the responsibility 
of the individual railroad, with its individual characteristic hauls and 
other situations that are applicable to that entire system ? 

Dr. Backman. That is absolutely right. 

Senator ScHorrre.. And that is the responsibility of management, 
then, is it not? 

Dr. Backman. Yes, sir. That is why, in the suggestions I have 
been making, I have referred to some things which I think the railroads 
must do for themselves. I do not think that everything can be done 
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for the railroads by legislation or by an absence of legislation. There 
are actions which the railroads themselves must take. 

Now, some of these actions have been held back because of the cost 
factors involved. Others have just been held back because it takes 
time for a large industry to sort of move around to some of these new- 
fangled developments. And the railroads are not alone in these 
delays, you understand. 

Many American industries are somewhat slow in adopting these 
techniques. But I refer to market research as one illustration of what 
may be done. The Interstate Commerce Commission must continue 
to protect the public against excessive rates in noncompetitive traffic. 
I think in the areas where the railroads have a monopoply to them- 
selves, the public must get the protection against any sort of excessive 
rate. 

But, where you have competition directly effective, whether it be 
with a waterway or whether it be with a truck, and, probably to a 
lesser extent, with the plane as far as freight traffic at this point is 
concerned, these things must be under the general care and super- 
vision of the ICC. 

Where you have these alternatives in competitive een the 
importance of ICC protection is very much diminished. 

They must also protect other transportation agencies, or each of 
the transportation agencies, against excessive rate cutting by any of 
the agencies. In other words, if the railroads were to cut their rates 
excessively below their, say, out-of-pocket costs in an effort to drive 
out trucks, this is something that the ICC certainly should protect 
the public against. 

Senator Lauscue. In the testimony given by various representa- 
tives of different methods of transportation, the term “cutthroat price 
reductions” was used frequently as a probable consequence of the elimi- 
nation of this umbrella policy. May I hear your views on that opinion ? 

Dr. Backman. Senator Lausche, I guess if there is any phrase in 
economics which economists have never defined satisfactorily, it is “cut- 
throat competition.” So I have to start from a term we do not define 
very exactly. 

Senator Lauscus. I would like to know: Is it likely to happen, and 
if it is likely to happen, how, if at all, can it be controlled? 

Dr. Backman. It could happen because anything could happen. 
The way to control that is to leave a residue of power in the Interstate 
Commerce Commission to eliminate rates that go below certain levels. 

One of those levels would be the out-of-pocket costs of taking care 
of that operation. In other words, what was the cost in terms of 
manpower, fuel, and so forth, in handling the particular traffic? If 
you go below that, you very definitely are engaging in cutthroat com- 
petition. 

In industry after industry prices are not always set on a full-cost 
basis: some prices go down to what we call those out-of-pocket or 
variable costs, others are on a full-cost basis. 

I would say that this is one area where the ICC must retain juris- 
diction. In other words, there are two areas, one where there are no 
competitive alternatives, and, the second, where the rates are cut to the 
point where its only purpose can be to drive out a competitor. 

Now, driving him out because you do a more efficient job, that is one 
thing. Driving him out because temporarily you can absorb a loss and 
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then after the competitor goes out presumably you raise your rate to 
get a rather full return, this is something different. Of course, this is 
not new to the railroads. 

Senator Lauscue. It is your opinion that the Interstate Commerce 
Commission could protect the consumer and these different modes of 
transportation against the adoption of any such operation ? 

Dr. Backman. Yes, sir; it is. 

I have only a few recommendations in summary and I hope I can 
get through it. 

First, railroads should be permitted to set their own rates without 
prior approval from the Interstate Commerce Commission. 

The Interstate Commerce Commission, however, should be author- 
ized to check rate changes after they have been established to make 
sure that they are not excessively high, do not involve cutthroat com- 
petition by being too low, or are unfairly discriminatory. 

Second, railroads also should be permitted to interrupt transporta- 
tion fields, particularly trucking, in order to be able to offer a more 
complete service to the public. May I say that the test of whether 
such a more complete service is offered is not economies in costs, as 
Professor Roberts suggested. 

This is one thing one would look at, but the whole question of 
alternatives, for example, sometimes for a railroad to abandon what 
is an unprofitable line may be made feasible if they could run a bus 
or trucks in that area. 

In other words, continue to render a service which in effect would 
make available to the people or the businesses in that area the trans- 

ortation facilities which do not come up to their town or up to their 

oor. This is an aspect of extension of transportation service which 
has nothing to do with costs. There are circumstances where costs 
would be benefited, but I think it is more a question of giving the 
railroads a broader base for earnings, giving the railroads an oppor- 
tunity to get rid of some of this extra plant and equipment, and at 
the same time, making it incumbent upon them, in some of these 
circumstances, to provide an alternative service. 

In other words, not just pulling a line out and leaving the com- 
muters stranded, but if they can show, as they very often try to show, 
we are willing to provide bus service and we can do this at a saving 
of so many dollars, give them that opportunity. 

Senator Scuorrren. They have that opportunity now, do they not? 

Dr. Backman. They have it, but you have to go through an awful 
lot of hearings and everything else. In many local communities 
they do not get it. 

nator esnitiapiade: In other words, your theory is to permit them 
without long hearings and all necessary procedure to abandon that 
service, and to substitute, for instance say a trucking service? 

Dr. Backman. Yes, sir. In other words, the initiative for running 
the railroads must be in the hands of management and the responsi- 
bility for doing that job must be upon hei It goes for rates, 
alternative services, it goes for all of these services which I have been 
ores 

Third, mergers or consolidations in the public interest should be 
ae 

Fourth, a commission should be established to study and make 
recommendations concerning the make-work rules on the railroads. 
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I am convinced from such contacts as I have had, and they have 
been rather extensive in railroad wage cases, that it would be very 
difficult to get management and labor to agree upon such a commis- 
sion. I think that this is a job that should be setup publicly and 
probably could be recommended by your committee. 

Fifth, the extent to which the 3 percent excise tax on freight has 
resulted in a diversion of traffic by large shippers, who can afford to 
acquire their own trucks, should be determined. 

Here is an area where the small shipper who cannot buy his own 
trucks or does not have the volume that makes it feasible, finds him- 
self with a somewhat larger course than the large shipper who can 
take the alternative where it is profitable to doso. 

Airlines and common-carrier trucklines, as well as the railroads, 
are affected by this tax. Consideration should be given to the repeal 
of this tax which was introduced during World War II. I subscribe 
to the suggestions that have been made by your chairman, that this 
tax be repealed. 

Senator Smatuers. Allright, sir. You are at the end? 

Dr. Backman. Yes. 

Senator Smatuers. Thank you very much, Doctor. You have been 
very helpful to us. Following is a statement of Mr. Carl T. Hicks 
which has been requested to be inserted at this point. 

(The prepared statement of Mr. Hicks is as follows:) 


My name is Carl T. Hicks. I am president of the Flue-Cured Tobacco Co- 
operative Stabilization Corp. with headquarters at Raleigh, N. C. Tobacco 
Stabilization Corp. is a tobacco growers cooperative marketing association con- 
sisting of a membership of more than 566,000 tobacco growers throughout the 
flue-cured producing areas of Virginia, North Carolina, South Carolina, Georgia, 
Florida, and Alabama. Its primary objective is to stabilize the price of flue- 
cured tobacco for its members at the 90 percent of parity support level and 
to aid in orderly marketing. 

My appearance here today on behalf of Stabilization Corp. is at the direction 
of its board of directors and my purpose is to outline some of the factors that 
could be objectionable and which could result in hardships on the growers of 
tobacco if the proposed legislation is adopted. This legislation, if adopted by 
the Congress, would place redried tobacco from an exempt to a nonexempt 
status under Interstate Commerce Commission control. 

All flue-cured tobacco is sold by the auction system. Growers move their 
tobacco to the auction warehouse wherc it is displayed in baskets no exceeding 
300 pounds per basket. Prior to the auction sale, each basket is inspected 
by a United States Government inspector who places on each basket a grade 
which describes the tobacco from the standpoint of color, quality, stalk position, 
ete. For each grade there is a corresponding support price. If during the 
auction sale, the domestic and export purchasers of flue-cured tobacco do not 
bid as much as or more than the support price for any particular grade, the 
grower then delivers such tobacco to Stabilization who advances to him a loan 
on the tobacco based upon the grade and quantity. Stabilization, as agent for 
the grower, receives this tobacco, has it shipped to a designated redrying plant 
where it is regraded, redried, and packed into hogsheads. After this handling 
and processing the tobacco is shipped to a designated storage warehouse where 
it is stored for ultimate sale to the domestic or export trade. 

For the past 12 marketing seasons in which Stabilization has administered 
the 90 percent of parity support price program, a total of 1,901 million pounds 
of tobacco has been received from its grower members. This quantity of to- 
baceo did not sell in the auction market for as much as or more than the 90 
percent of parity support price. Advances or loans to growers for this tobacco 
has been in excess of $810 million over the past 12 marketing season. 

Stabilization borrows all of its operating capital from Commodity Credit Cor- 
poration, a Federal lending agency. Money is used for advances to growers for 
tobacco, pay for freight, redrying, storage, insurance, interest, fumigation, over- 
head, and other costs incurred in handling the tobacco from the time it is re- 
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ceived from its members to the ultimate purchaser. In total, Stabilization has 
sold 1,274 million pounds of tobacco. All tobaccos received from the 1946-53 
crops have been sold in their entirety. After repaying Commodity Credit Cor- 
poration all principal and interest paying all other costs, Stabilization has realized 
almost $20 million in net gains which has been or will be distributed to its grower 
members. At present, Stabilization has an inventory of 627 million pounds of 
tobacco from the 1954, 1955, 1956, and 1957 crops. The present value of the 
inventory is in excess of $360 million. 

With the present tobacco situation as it is, both Commodity Credit Corporation 
and Stabilization have a very vital interest in any matter which could increase 
the cost of Stabilization’s operations. Anything that is done which would in- 
fluence the cost not only decreases any potential net gains to its members on 
crops now held by Stabilization, but also increases Commodity Credit’s risk in 
recovering the full amount of the loan and interest on any particular crop. 

Approximately 40 percent of Stabilization’s receipts originate on “green mar- 
kets.” Green markets are markets where there are no redrying facilities located 
in the same town where the market is located. The tobacco must be transported 
by common Carrier from green markets to a redrying plant. Tobacco being a 
perishable commodity prior to the time it is redried necessitates its movement 
expeditiously. All flu-cured tobacco is redried whether it is purchased by the 
trade or delivered to Stabilization. After redrying, any crop of tobacco held by 
Stabilization will remain in storage on an average of about 3 years before it is 
completely sold. 

By nature of Stabilization’s operations, the tobacco moved into storage from 
redrying plants is not sold. It still belongs to members of Stabilization as they 
have been advanced a loan on the tobacco until such time as it can be sold into the 
trade by Stabilization. To place redried tobacco in a nonexempt status as an 
agricultural commodity would jeopardize tremendously one of the basic funda- 
mentals that has enabled this program to operate successfully and without loss 
to the Government. Stabilization has operated for 12 years with a free hand 
to move tobacco interstate and intrastate before and after it was redried in the 
most advantageous and economical way possible. 

To do this, it had to have access to common carriers that could immediately 
move the tobacco as fast as possible whether it was before or after it was redried. 
Stabilization has used both common carriers licensed by the Interstate Commerce 
Commission and ones which were not licensed by the Interstate Commerce Com- 
mission. This has not been done on any cutrate basis at any time. It has al- 
ways been done on the established tariff established by the Common Carriers’ 
Trade Associations and regulated by the utility commissions of the States in- 
volved. Stabilization has not at any time made any request for a reduction in 
freight rates below the established tariff. To eliminate this arrangement by 
placing redried tobacco as an agricultural commodity in a nonexempt category, 
as provided for in the proposed legislation, would create the possibility of an 
overall increase in total freight cost and could have unfavorable influence on 
competitive freight rates on both green and redried tobacco. 

Further, it could slow down the movement of tobacco by the lack of avail- 
ability of carriers, which now is not the case, from the auction warehouse to 
the redrying plant and from redrying plant to the storage which, based upon 
the experience of 3 of the past 12 years, would slow down the moving of 
tobacco by the producer. Should there be a development of a disorderly mar- 
keting situation which resulted in slowing down the volume of sales, the grower 
of tobacco could suffer substantial damage by not being able to sell his com- 
modity when ready for market. A situation of this nature would be brought 
about by the fact that after tobacco has been cured, sorted, and tied into hands, 
it becomes extremely perishable and much of it would deteriorate by molding 
or otherwise damaging before the producer could market it, causing a very 
substantial loss to be forced on the producer unnecessarily. 

The possibe result of the proposed changes with respect to placing redried 
tobacco in a nonexempt status could result into many millions of dollars loss to 
the tobacco growers for the reasons that have been pointed out and whereas 
now the arrangements that have existed for tobacco over the years have proven 
to be entirely satisfactory. 


Senator Smaruers. The committee will stand in recess for 11 hours 
and 45 minutes. 

(Whereupon, at 10:15 p. m., the subcommittee recessed until 10 
a. m., Thursday, March 27, 1958.) 
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THURSDAY, MARCH 27, 1958 


Unirtep States SENATE, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
SUBCOMMITTEE ON SURFACE TRANSPORTATION, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, at 10 a. m., in 
room G-16, United States Capitol, Senator George A. Smathers, 
presiding. 

Senator Smaruers. The subcommittee will come to order. Our 
first witness this morning is Dr. Walter A. Morton of the University 
of Wisconsin. Dr. Morton. 


STATEMENT OF DR. WALTER A. MORTON, UNIVERSITY OF 
WISCONSIN, MADISON, WIS. 


Dr. Morton. Good morning. My name is Walter A. Morton. Iam 
professor of economics at the University of Wisconsin, Madison, Wis. 


I am confining my discussion to the financial condition of the rail- 
roads and how it might be improved. [I realize that the financial 
status is a consequence of all the economic, commercial, regulatory, 
tax and operating factors that affect net income. Some of these fac- 
tors may be of greater importance than the two that I will discuss; 
namely, the need of a fair return and of adequate depreciation policies 
for purposes of taxation and regulations. Unlike some of the other 
factors, these two, however, are matters over which Congress has 
some control. 

The inadequate earnings of the railroads have had a deleterious 
effect upon their ability to serve the public and to provide a transporta- 
tion system adequate for national purposes now and in the future. 
They have also adversely affected the ability to raise capital necessary 
for expansion and improvement. 

The relation between earning power and ability to serve is one of 
mutual interdependence. A healthy prosperous business will tend 
to be efficient and economical. Lack of earnings, on the other hand, 
makes it impossible to take full advantage of technological improve- 
ments and this in turn raises costs and keeps earnings below a satis- 
factory level. Inability to provide the kind of service needed may 
also divert business to competitors, and since earnings are in large 
part a function of the volume of traffic carried at compensatory rates, 
anything that causes a fall in ton-miles in turn reduces the net income 
which again reduces the ability to provide for improvements either 
from earnings or from new capital. 
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Any business which begins to contract tends to accelerate downward 
just as one that expands tends to move cumulatively upward. When- 
ever the railroads are unable, because of lack of equipment, noncom- 
petitive rates, or other reasons to provide needed service, shippers look 
for other means of transportation and once such facilities are obtained 
they tend to result in a permanent loss of business to the railroads, even 
though they might be better able to do the job. 

In this sense, low earnings, unless checked, tend to create condi- 
tions which make them self-perpetuating to the detriment of the 
service. This being a fact, I do not think it worthwhile to try to 
determine which came first, the loss of business or poor earnings. We 
must break into the vicious circle by acting upon the strategic factors 
within our control, no matter where the difficulty may have origi- 
nally lain. 

The modernization of the railroads that has taken place has come 
from two main sources, the cash flow rom earnings and depreciation 
and from money borrowed on equipment trusts. These have been 
inadequate to do what the railroad executives say they would like to 
do, to improve service and reduce costs. 

Low earnings, I believe, are also in part a consequence of the lack 
of conviction on the part of the public that a higher level of earnings 
is vitally necessary. Many shippers are, of course, aware of the 
relationship between earnings, the attraction of capital, and good 
service. Some, however, have taken a less farsighted view and have 
brought their influence to bear against rate increases even when made 
necessary by rising costs faced by the railroads along with other in- 
dustry. There is even some debate whether it is the intention of 
Congress that the railroads should be permitted to earn a fair return. 
Whatever may be the law in this matter, we should not expect rail- 
road men to make bricks without straw and then charge them with 
responsibility for the unhealthy condition of the industry. 

In calling attention to the self-perpetuating vicious circle created 
by inadequate earnings, I do not believe that this situation is irremedi- 
able. Rather, I believe that it is within the power of Congress to 
take action to set the railroads on a constructive path. 

One step in this direction would be the explicit recognition that 
the railroads, like other publicly regulated industries, are entitled 
to earn a fair return and that action by public authority in whatever 
field, whether it be direct regulation of competition, of rates, of taxes, 
or other matters, should be consistent with this objective. It would 
not do any harm if many national policies affecting transportation 
were weighed in the balance of fairness to the railroad industry and 
to its financial health. I would not try to say just how this would 
affect decisions where the Government allegedly subsidizes competi- 
tion or otherwise affects railroad earning power. I merely point out 
that if the responsibility for railroad financial health was recognized 
as a factor to be considered, the actions taken might be fairer and 
wiser. 

It follows from the principle of the fair return that so long as 
the roads are earning less than this amount, predominant weight 
should be given to their views as to the effect of rates on traffic. For 
experience has shown, that no matter how low the rates may be or 
how necessary the increases, there are always those who will contend 
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that the railroads should be denied adequate revenues because of the 
presumed elasticity of demand for their services. 

This is an argument quite peculiar to the railroads as compared to 
most other regulated industries, and, though it is not without merit 
because of the fact of competition, it seems to me that the railroads 
themselves are as much interested in this alleged effect as those who 
object to the necessary increases in rates. Railroad traffic officers are 
constantly studying the effect of rates on traffic and are desirous of 
adapting their charges to competitive conditions rather than to alien- 
ate traffic. 

Senator Smaruers. May [ interrupt you? This is off the record. 

(Discussion off the record.) 

Senator Smaruers. All right, Dr. Morton, you go ahead. 

Dr. Morron. Using almost any basis of comparison, the railroads 
have been earning less since the end of the war than either the in- 
dustrials or other regulated industry. The rate of return on net in- 
vestment of class I railroads from 1945 to 1957 has been just under 
4 percent, and 1958 will probably be much lower than this amount, 
On the other hand, much more stable and less risky industries, such 
as electric utilities, telephones, and natural gas, have been earning in 
the 6- to 7-percent range. 

Furthermore, railroad earnings since the war have been so largel 
absorbed by prior charges that the rate of return on the common stoe 
equity of the railroads has been only about 414 percent, compared 
to earnings on the common stock equity of electric utilities of about 
10.5 percent, the natural-gas distribution utilities of 11.5 percent, the 
natural-gas pipelines closer to 13 percent, and the telephone industry 
closer to the 9-percent range. 

Under these circumstances it is not surprising that so many rail- 
road bonds are considered speculative and have been and are now sell- 
ing at such high yields that, except for a few favored roads, further 
bond financing has been out of the question. I have here a table show- 
ing the yields as of March 7, 1958, of selected railroad bonds. The 
bonds of the strong reads are selling in the 4-percent-yield renge. but 
those of such large carriers as Baltimore & Ohio and New York Cen- 
tral are selling at yields of 614 to 10 percent to maturity. 

As a consequence, the railroads have been buying new equipment 
by use of equipment trusts. These provide temporary capital and 
the need for financing by this means is a sign of weakness rather than 
strength. Reliance is placed on depreciation accruals to service these 
obligations. Furthermore, the necessity of financing by this means 
has weakened the quality of railroad bonds, because, in effect, the 
equipment trusts are a first claim on the cash flow of the companies, 
preceding even the first-mortgage obligations. 

It is unfortunate, moreover, for the railroads, the public, and the 
workers that railroads must rely on this type of financing. The mar- 
gin between cash resources and obligations is so narrow that the roads 
are obliged to cease building new cars whenever business slumps. 
As a consequence, equipment that will be needed in normal times will 
not be ready and car shortages result when business is good. This 
intermittent car building, though financially necessary, is uneconomi- 
‘al and unfair to the workers who are thrown out of jobs at a time 
when it would be in the interest of all concerned that they ought to 
be building cars with the steel that is now plentiful and available. 
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Instead, the railroads come into the market at the peak of the boom 
and bid against others for labor and other materials, thus accentuat- 
ing the boom. This situation can be corrected only when the roads 
have adequate earnings and adequate reserves which will enable them 
to have a steady and planned equipment program, and to stabilize, 
insofar as it is humanly possible, construction and employment. 

Although the stocks of other utilities are, for the most part, sell- 
ing considerably above their net book value, the stocks of the railroads 
are without exception selling considerably below book value, I have 
here a table showing the book value, market price and earnings per 
common share of Moody’s 25 Railroad Common Stocks which are 
representative of the industry. By inspecting this table you will 
observe that not a single common stock of any railroad there listed 
is selling at a price equal to the book value per share. 

On March 7, 1958, the date of this compilation, the common stocks 
of strong carriers were selling appreciably below book: Chesapeake & 
Ohio Railroad at 74.1 percent of book value; Norfolk & Western at 
58.1 percent of book; Union Pacific (supported by oil earnings) at 
59.1 percent of book; Atchison at 41.9 percent of book. 

On the other hand, the common stocks of other important carriers 
were selling at a small fraction of book value. Baltimore and Ohio 
at 10.1 percent of book, Chicago & North Western Railroad, 6.9 per- 
cent of book, Illinois Central 22.6 percent of book, New York Central 
9.6 percent of book, Pennsylvania 11.2 percent of book. Many others 
sell in a range between these high and low figures. 

Under these circumstances, it is obvious that equity capital is im- 
_cenmg to obtain without further diluting the value of the existing 
shares. 

As a consequence, railroads have paid only meager dividends, usin 
their earnings to service debt and for the improvement of road anc 
equipment. The dividend rates on the common stock equity of the 
class I railroads during the postwar period have averaged less than 
2 percent whereas the Sivideed rates of class A and B private electric 
utilities has been about 714 percent, of the class A telephone carriers 
above 6 percent (plus rights), and of the natural gas pipelines from 
8 to 9 percent. 

The stockholders of the railroads have thus been obliged to give up 
dividends for many years in order to keep their companies in workable 
condition. And only by this use of cash resources have the railroads 
been able to reduce costs, to provide service and to maintain their 
level of earnings at what the Interstate Commerce Commission has 
called the present substandard level. One of the reasons for this con- 
dition is the next factor that I would like to discuss; namely, the fact 
that the railroads have not been permitted to charge as expense actual 
depreciation on their plant, or what may be called economic deprecia- 
tion. 

The dollars recovered as depreciation expense have not been suffi- 
cient to replace the facilities being worn out. Hence the railroads 
have been obliged to use their own earnings and borrowed capital in 
order to keep facilities intact. While doing so, they have, of course, 
been required to pay taxes on income based on depreciation expense 
computed to recover only the nominal amount of their original invest- 
ment. In effect, they have consumed part of their real capital in 
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operation and have paid a tax on this capital consumption. Capital 
consumption is not income and should not be treated as such. 

According to the conventions of accounting and the income-tax laws 
depreciation expense is designed to recover the original number of 
dollars invested. This is ascertained by taking the original cost of the 
facilities, deducting the estimated salvage value, and recovering the 
remaining amount by annual charges to expense over the life of the 
property. Assuming that these calculations are well made, this 
method of figuring depreciation would be satisfactory provided the 
value of money remained unchanged. However, the depreciation re- 
serves, so accumulated, have proved to be insufficient to replace worn- 
out facilities when they must be purchased at continually higher prices 
as during the period since the end of the war. Asa result, the earnings 
have been constantly overstated, and funds obtained from depreciation 
accruals have been inadequate to maintain the roads in proper oper- 
ating condition. 

Some of this deficiency has been temporarily made up by permitting 
accelerated amortization of newly acquired facilities for tax purposes, 
but this provision is running out, and is, after all, not a recognition 
of the principle of economic depreciation but merely a deferment of 
the payment of corporate income taxes. 

Senator Lauscuer. May I interrupt ? 

Dr. Morton. Yes, sir. 

Senator Lauscue. Is the privilege of depreciation granted by the 
Internal Revenue Service the same as that which is allowed by the 
Interstate Commerce Commission ¢ 

Dr. Morron. No, sir. The Internal Revenue Service permits ac- 
celerated depreciation for the purpose of computing the tax liability, 
but the Interstate Commerce Commission requires that the companies 
charge on the books the normal depreciation rates. 

Senator Lauscure. What is the normal depreciation rate allowed 
to railroads by the Interstate Commerce Commission ? 

Dr. Morton. Well, there are a number of schedules applicable to 
various types of property. But I just looked that up and find that 
in 1956, on the average, the depreciation rate was 2.78 percent. 

Senator Lauscue. Per year? 

Dr. Morton. Per year, yes, sir. 

Senator Lauscnue. And that depreciation of 2.78 percent, that is 
then chargeable as an expense in the operation of the plant so that 
it can be recouped, is that correct ? 

Dr. Morton. That is correct. 

Senator Lauscuz. Do you know what the allowable depreciation 
is to the subsidized airlines per year ? 

Dr. Morron. I don’t know that. I think it would be much higher 
because of the different type of equipment. 

Senator Lauscne. Well, they depreciate at the rate of 14 percent 
a year—12 percent a year for 7 years, leaving a residual value of 
about 15 percent. That is, in 7 years they depreciate in the amount 
of 85 percent. In 7 years the railroads would depreciate in an ainount 
equal to 7 times 2.78 percent, is that correct ? 

Dr. Morron. That is correct. It would be in round numbers close 
to 20 percent. 

Senator Lauscue. And your position is that this 2.78-percent de- 
preciation isn’t at all in accord with the true facts? 
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Dr. Morton. That is correct. It is not in accordance with the true 
facts because equipment now costs a great deal more than when we 
originally began to depreciate it. I am not saying that the rate is 
wrong, I am saying this, that if you bought equipment, say, in 1940, 
at the prices then prevailing, ak you recovered it at this particular 
rate, you would not have enough dollars to replace that equipment. 

Senator Lauscur. Yes. That is, the funds which you impounded 
and which were intended to be equal to what it would cost to buy 
new equipment because of the cheapened value of the dollar becomes 
inadequate. 

Dr. Morton. That is a correct statement, sir. 

Senator Lauscue. Now, then, what about the impact of this 2.78 
percent in fixing rates, as distinguished from the 12 percent allowed 
to airlines? Does that make a difference in fixing rates ? 

Dr. Morton. Well, it means that the rates are lower than they 
would otherwise be. Assuming, however, in this case, Senator 
Lausche, that the railroads would be willing to charge high enough 
rates to recover all of this depreciation. And I don’t think we can 
conclude, merely from these data, that the rates would be this much 
higher because they have to take into account the effect on traffic. 

enator Lauscue. All right. Pardon me for interrupting. 

Senator Smaruers. Proceed. 

Dr. Morton. Depreciation and retirements have been running at 
about $500 million per year whereas total capital expenditures have 
been more than twice that amount, while the ton-miles of freight hauled 
has not appreciably changed and the passenger business has decreased. 
These figures together with the known fact of the rise in prices give 
an indication of the inadequacy of the depreciation accruals. 

Depreciation expense is a much more significant item for the rail- 
roads than it is generally for manufacturing industry because of the 
low capital turnover of the railroads. Hence the capital cost which 
includes maintenance, depreciation, and a fair return is higher on rail- 
roads than in manufacturing industry. It takes roughly about $3 of 
capital to produce $1 of revenues for the railroads. The capital turn- 
over is about one-third while in manufacturing industry it is much 
higher. In steel, for example, it is about two during prosperous years. 
Accordingly the railroads have been among the industries most ad- 
versely affected by the failure to permit economic depreciation as a 
cost before computing taxes. 

I am not prepared to say just how much the annual depreciation 
accruals ought to be increased for tax and regulatory purposes, but I 
would not be surprised, based on net investment, annual charges, and 
the changes in prices if it would be considerable. 

I, therefore, suggest that the Congress give serious consideration 
to allowing additional depreciation expense for income-tax purposes. 
This is a matter of correct logic and correct economies. It ought, there- 
fore, to be good fiscal practice. Only by permitting a charge for eco- 
nomic depreciation in the computation of tax liabilities will we stop 
overstating railroad earnings and to cease treating capital err: 
tion as earnings. Whether such economic depreciation expense should 
take the form of a reserve for construction, or as a multiplier to be 
applied to each railroad’s depreciation expense, or some average multi- 
plier for the depreciation expense of the industry is a matter that 
would need study and further investigation. 











PROBLEMS OF THE RAILROADS 1703 


However, the important thing, in my mind, is to recognize that eco- 
nomic depreciation is correct in principle and is now vital in practice 
for this industry. Its recognition would not be a gift or a grant or a 
subsidy. It would merely be fair treatment of an industry that is so 
highly dependent upon legislative and administrative action. Its ef- 
fects would, I believe, be beneficial over a wide field. 

Inasmuch as I believe in economic depreciation as a matter of 
principle, I would favor its adoption at all times, but it is not amiss 
to mention that it might be particularly helpful right now if the 
railroads were encouraged to build equipment and improve facilities 
at this time when labor and materials are available and when expendi- 
tures for these purposes has reached such a low ebb. 

May I ask to have my tables included in the record ? 

Senator Smaruers. Without objection, we will include these tables. 

(The tables referred to follow :) 


Book value, market price, and earnings per common share—Moody’s 25 railroad 
common stocks 





i ; 
Book value | Market price Percent Earnings 


























per share, | _ per share, | market price | per common 
| Dee. 31, 1956 | Mar. 7, 1958 of book | share, year 
value 1957 
; 
1. Atchison, Topeka & Santa Fe___......-.--- $44. 70 | $18. 75 41.9 $2. 30 
D SACS CR To SS ch ots en 128. 12 31. 25 24.4 4. 20 
ee a ee ee 248. 04 25. 125 10.1 8. 53 
ae ee ee 67.12 49.75 74.1 8.32 
5. Chicago & North Western..__--...-----.--- 209. 40 14. 375 | 6.9 Q 
6. Chicago, Rock Island & Pacific__._..._.-._- 96. 16 | 20. 125 20.9 | 3. 32 
7. Delaware & Hudson_...._._.--- C cain es 43.92 | 21. 25 48.4 | 4.91 
8. Delaware, Lackawanna & Western. -______--| 102. 81 | 6. 875 6.7 26 
O Serie ROO. Oks ee cB Ri ote 71.74 7. 375 10.3 | 1.21 
We pt ae ae ee } 101. 43 33. 50 33.0 4.38 
1h, Sinals Oambtrel 05255. ee lL 136. 66 | 30. 875 22.6 5.06 
12. Kansas Sd cic ncnsee be 89. 47 60.00 | 67.1 | 5.47 
13. Lehigh Val 4° ESS «NER ARRE I R ST RAG 82. 86 6.00 | 7.8 | (@) 
14. Louisville & Nashville..................--- | 149. 26 | 58.00 | 38.9 7. 63 
Bh Deew Sle Cranes... ki ok stk | 150. 10 14. 375 | 9.6 1.30 
16. New York, New Haven & Hartford_______- 120, 55 6.375 | 5.3 | (‘) 
es Fh | a Ce 95. 11 | 55.25 | 58.1 | 7.75 
ee 3” Ee eee eee 122. 03 | 37. 625 | 30.8 | 4. 25 
19. Pennsylvania_..___- sien ngh cai lakh ay 107. 61 | 12.00 | 11.2 | 1. 45 
20. Reading--_...__.-- $Gu be vhawn eben wis 143. 83 | 22. 625 | 15.7 | 5. 36 
21. St. Louis-San Francisco--_-__--_--- eid, 63. 84 | 11.50 | 18.0 1.71 
22. Seaboard Air Line...__.....-_-- wehaaet 41.85 | 23.75 | 56.8 | 3. 54 
2%. Southern Railway_...........--...---.-.--- 68.00 | 32. 625 | 48.0 | 4.79 
DA. BONEN Ftc cd ie one eese nonce aie we 135, 28 | 38.75 | 28. 6 | 5.16 
pM RR © ae y Derm 44. 64 | 26.375 | 59.1 | 3. 34 
1 Deficit. 
Bond yields to maturity—Selected issues of large railroads 
Market Yield to 
Due date price, Mar. maturity 
7, 1958 
Baltimore & Ohio: (Percent) 
ee ee Oe ee ee Feb. 1, 2010 $71. 50 7.06 
Convertible Series A debenture 4}4s___--......-.....-.-. Jan. 1,2010 66. 50 7.74 
First construction mortgage, series C, 444s_.........---.- Oct. 1,1995 74. 875 | 6. 57 
First construction mortgage, series B, 4s__...........---- Sept. 1, 1980 74. 50 6. 89 
First construction mortgage, series A, 378s. .......-..-..- | Aug. 1, 1970 81.50 | 6. 57 
Boston & Maine: j 
DRE US PS ORS foi Nisccds sca neewisesdstedcanbnns Sept. 1, 1967 57.50 | 16. 48 
Income mortgage, series A, 434s.__..........---.-.--..--- July 1,1970 | 34.50 | 28. 86 
Fires remae ittes RG. Gn... nn deo ese eku July 1, 1960 | 51.00 | 49. 02 
Central Railroad of New Jersey: Gen. mortgage, 34s__-_.-_-- | July 1, 1987 | 42.50 | 12. 31 
Chesapeake & Ohio: 
RIMMER WHERE ie oak oes chk saeco cuiatiomiace Seer hae | Mar. 1,1992 105.50 | 4.11 
Refinancing and improvement, series H, 374s__..--_---- | Dee. 1,1973 99. 50 3.91 
Refinancing and improvement, series D, 344s_.-...------ | May 1, 1996 | 92. 50 4. 00 
Refinancing and improvement, series E, 3}4s__.-.-.._---- | Aug. 1, 1996 93. 00 3. 96 
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Bond yields to maturity—Selected issues of large railroads—Continued 


Market Yield to 
Due date price, Mar. maturity 
7, 1958 


o—. Indianapolis & Louisville: Second income, series (Percent) 

t 1, 2003 $48. 50 11. 64 
Risin Joliet & Eastern: First 34s, series A......--.--.-.--- Mar. 1,1970 88. 00 4.83 
Erie Railroad: 
General mortgage incorporated, 414s. Jan, 1,2015 50. 50 10. 63 
Meee COMO SOL. Ss Ap oan oe ee cel Jan. 1, 2020 47. 50 12.31 
Lehigh Valley: 
General consolidated 4s, series A__-_- .-| May 1, 2003 49. 00 10. 48 
General consolidated (continued interest) 4s, series Dis May 1, 2003 34. 00 16. 08 
New York Central: 
Collateral 6s_. Apr. 1,1980 80. 25 8. 60 
Refinancing and improv ement 5s, series C . 1,2013 59. 875 9. 56 
Refinancing and improvement 4s, series A . 1,2013 55. 00 9. 66 
EES SS ORES EO as ay gee eee 1, 1998 50. 25 10. 44 
New York Central & Hartford Railroad 3)4s.____-..._--- 1, 1997 57. 00 8.07 
New York, New Haven & Hartford: 
General income convertible 44s 1, 2022 22. 50 25. 38 
First and refinancing 4s, series A 1, 2007 40. 25 12. 97 
Norfolk & Western: First consolidated gold 4s. ; - 41,1996 105. 75 3. 64 
Pennsylvania Railroad: 
General 5s, series B . 11,1968 90. 00 
Consolidated 44s Aug. 1, 1960 100. 50 
General 44s, series A 1, 1965 88. 00 
General 4s, series D . 41,1981 70. 25 
Reading Co.: First and refinancing 3%s, series D I 1, 1995 70. 00 
Virginian Ry.: 1st and refinancing 3s, series B I 1, 1995 86. 00 
Wabash RR.: General incorporated 4s, series B Jan. 1,1991 65. 00 
Atchison, Topeka & Santa Fe: General gold 4s st. 1, 1995 | 103. 50 
Chicago, "'M ilwaukee, St. Paul & Pacific: 
General incorporated 4's, series A an. 1, 2019 71. 00 
Convertible eae 4l4s, series B_....-..----- . 1,2044 57. 00 

Ist 4s, series A an. 1, 1994 75. 125 
Chicago & North Western: 2d mortgage incorporated 4's,| | 
series A an. 1, 1999 
Denver & Rio Grande Western: Incorporated 4s, series A-- . 1,2018 
Great Northern: 
General 44s, series D 1, 1976 102. 375 
General 3s, series O....-...-.-.------- Ghlishebacenncohnn - 1,2000 75. 625 

General 2%s, series P . 41,1982 76. 00 
Missouri-Kansas-Texas: 
Prior Lien 5s, series A. 1, 1962 
Cumulative adjusted 5s . 1,1967 
First Gold 4s 1, 1990 
Northern Pacific: 
Refinancing and improvement 4s, series A 1, 2047 
Collateral Trust 4s Oct. 1, 1984 
Prior Lien 4s- . 41,1997 
General Lien 3s . 1,2047 
St. Louis-San Francisco: 
Second Income, 44s, series A . 1,2032 
First 4s, series A - 1,1997 
Southern Pacific: 
Gold 4%s 1, 1969 
] ‘ 1, 1981 
Oregon Lines First Gold 414s_..-..-.--------------------- Mar. 1,1977 
Union Pacific: Refinancing 24s, series C Mar. 1,1991 
Atlantic Coast Line: General unified mortgage, series A,4s._| June 1, 1964 
Central of Georgia: General mortgage, series B, ineluding 


44s nécede umes Se 
Gulf, Mobile & Ohio: 
General mortgage, series A, including 58..............-...| July 1, 2015 
ist and refinancing mortgage, series G, 334s... anes May 1, 1980 
Illinois Central: 
Construction mortgage, series H, 336s Sept. 15, 1989 
Construction mortgage, series G. 3s Aug. 1, 1980 
Louisville & Nashville: Ist and refinancing mortgage, ‘series 
a oR a aninnacinemeimenal Apr. 1, 2003 
Southern Ry.: Ist construction 5s ; July 1,1904 
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Senator Lausche, do you have any more questions? 

Senator Lauscue. With whom are you associated ? 

Dr. Morton. I am associated with the University of Wisconsin. I 
testified in La parte 2060, the Rate of Return for the Eastern and 
Western Railroads case. 

Senator Lauscue. How long have you been with the university ? 
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Dr. Morton. Well, since 1925. 

Senator Lauscue. That has been your principal occupation ? 

Dr. Morton. Yes, sir; it has. 

Senator Lauscue. And you are a teacher of what? 

Dr. Morron. Of economics. My field is primarily finance, the 
money and capital markets, not primarily railroad operation. 

Senator Lauscur. Have you studied the organizational and fiscal 
structure of the various modes of transportation and the treatment 
that the Government accords them through regulation and laws ? 

Dr. Morton. I have not made a special study of that. 

Senator Lauscue. Are you in a position to express an opinion 
whether there is any prejudicial discriminatory treatment by the Gov- 
ernment of any one or more of the four principal modes of trans- 
portation ¢ 

Dr. Morron. Well, I do have this opinion, namely, that the railroads 
do have to pay taxes to support other modes of transportation, whereas 
other modes of transportation do not have to pay taxes in order to 
support any railroad operations. 

Senator Lauscue. Now, the taxes which you say the railroads pay 
to support other modes of transportation, how are they transferred as 
a benefit to these competing modes of transportation ? 

Dr. Morton. They are transferred through Federal expenditures 
to service other modes of transportation, but whether the net benefit 
accrues to the user of that transportation or to the company providing 
that transportation is a matter on which I couldn’t give an offhand 
judgment. 

Senator Lauscue. Then it is your opinion that, either directly or 
indirectly, the Federal Government is subsidizing the competing 
modes of transportation at the expense of the railroads and in a con- 
dition under which the railroads are compelled to directly help their 
competitors ? 

Dr. Morton. It is. 

Senator Lauscue. Now, a question about your discussion of the in- 
ability of the railroads to procure needed increases in rates and to 
charge lower rates when those lower rates produce compensation. 
Would you mind discussing that a bit in detail, that principle? I 
wasn’t here to follow your whole discussion. 

Dr. Morton. I didn’t comment directly on that point, but my 
opinion is this: The railroads need more freedom to charge what the 
traffic will bear in the various fields, so they need not only general 
increases in rates but the right to put them on those commodities or 
refrain from putting them on those commodities which will produce 
net revenue for the railroads. 

Senator Lauscue. You don’t mean that they should be permitted to 
charge what the traffic will bear ? 

Dr. Morton. Within a reasonable rate of return, I mean. 

Senator Lauscug. A reasonable rate of return ? 

Dr. Morton. Always within a reasonable rate of return. So that 
they are not obliged to lose the higher rated traffic to other modes of 
transportation and then carry the type of traffic that doesn’t pay as 
well. 

Senator Lauscue. The railroads have testified that they are severely 
handicapped because of their inability to charge rates low enough to 
attract business and producing for them a compensation, because the 
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Commission will not approve those rates when they are likely to 
operate adversely upon one of the competing industries; that is, to 
endanger the existence of the competing modes of transportation. 

The competitors of the railroads have taken the position that if full 
latitude were granted to the railroads in that direction they would 
reduce rates so low that they would destroy each of the competing 
modes. Have you given that subject any thought and study? 

Dr. Morton. I have given it some thought. My conclusion is this: 
I do not believe that latitude could be given to establish rates that in 
the short run would destroy competing types of transportation, that 
the rates at all times should be such as reflect the true economics of the 
situation, and that there is some justification in the apprehensions of 
any group of transportation agencies that absolute power to vary the 
rates might be dangerous to their existence. 

I believe, however, that if these rates are made compensatory over 
the long run and reflect the true economics of the situation, then some 
of the agencies which now exist merely because the railroads are not 
allowed to compete with them, would have to gradually contract their 
services. 

Senator Lauscne. What is your view on the request of the railroads 
that they be allowed to diversify their modes of transportation ? 

Dr. Morton. Well, I have thought enough about that to have an 
opinion. 

Senator Lauscnue. Have you given any thought about the request of 
the railroads that the agricultural exemption be amended so as to take 
from it those products which are processed and manufactured and 
are no longer in a true agricultural state ? 

Dr. Morton. I don’t know enough about that to comment. 

Senator Lauscuer. Have you ever testified for airlines, truckers, or 
barge lines ? 

Dr. Morton. I testified for the United Air Lines. 

Senator Lauscur. Have you ever worked for either the truckers or 
the barge lines ? 

Dr. Morton. No;I have not. 

Senator Smatuers. All right. Dr. Morton, let me ask you 1 or 2 
questions. How long have you been advocating a change in this 
depreciation treatment ? 

r. Morton. Well, I think as a general principle I began to advo- 
cate that in 1950. 

Senator Smatuers. 1950. 

Dr. Morton. And that is, after I became convinced that the postwar 
inflation was a more or less permanent thing. 

Senator Bricker. The same principle applies to all business ? 

Dr. Morton. Yes, I agree to that. But my view is that because of 
the heavy capital involved in the railroads, it affects the railroads more 
adversely than any other business. 

Senator Bricker. The impact has been more detrimental than to 
any other business? 

Dr. Morton. Yes. 

Senator Smaruers. Do you feel you have made much headway in 
your advocacy in behalf of the railroads since that time ? 

Dr. Morton. I do not. 

Senator Smaruers. Doctor, some railroads have made a recom- 
mendation that they need some agency from which to borrow money 
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on the basis that they are so over-mortgaged and indebted today that 
the ordinary sources of lending will not lend them the type and kind 
of money which they need. They have indicated that they think the 
Government should probably give them some assistance in setting up 
some source of funds. What is your opinion on that? 

Dr. Morron. I would favor such a move, particularly at the present 
time when the railroads ought to be using material and hiring men to 
improve their facilities. At this time most of the railroads could not 
obtain the money from private sources. But I believe that unless 
action is taken so that the net income of the railroads will be increased, 
that it would not be wise for the Government to lend them money. 1 
don’t believe in merely throwing Government money away. 

Senator Smarners. In other words, your position is that if the 
Government should undertake to be of some assistance to them finan- 
cially, then at the same time there should be given to the railroads 
along the lines that you have recommended, an opportunity to make 
sufficient money to repay the Government ? 

Dr. Morton. That is correct, sir. 

Senator SmatuHers. You would not recommend the creation of some 
—— institution solely as the solution to the problem of the rail- 
roads, 

Dr. Morton. I would not, because in effect that would be pouring 
Government money into the railroads without any hope of recovering 
it, and I don’t think that should be done. 

Senator Lauscue. That would be the real purpose, they can’t borrow 
because of their bad operating balances and therefore they say we 
are a bad risk with the private investor, we want the Federal Gov- 
ernment to loan to us. 

Dr. Morton. That is true. But the Federal Government shouldn’t 
do it unless some action is taken to improve the railroad financial 
situation so that they will be able to repay the Federal Government. 

Senator Smaruers. In addition to this depreciation remedy which 
you have suggested, do you state there are other things which the 
Government should do, along the line evidenced by the Senator from 
Ohio in his questioning, to be of assistance to the railroads? 

Dr. Morton. Well, I agree with that. I simply haven’t made a 
special study of the other aspects of this question. 

Senator Lauscue. May I say that my position is that we ought to 
get a thorough understanding of the conflicting arguments as to 
whether or not the Federal Government is subsidizing one or more 
modes of transportation at the expense of another. That factual 
situation ought to be determined. And then we ought to move for- 
ward from the premise that they all must be treated equally, if we are 
to have sound operation of the transportational system. 

Now, thus far those witnesses which appear to be closest to the level 
of neutrality, as distinguished from the prejudiced railroad witness 
and the trucking witness and the airlines witness and the barge line 
witness, indicate that there is a disparity in the regulatory treatment 
and in the subsidization that the Federal Government is providing. 

Dr. Morton. I agree with that, sir, that we ought to establish what 
the facts are, but I would add that the solution should be that none 
of them should be subsidized, rather than that we equalize the sub- 
sidies among the various groups. 

Senator Lauscue. I go along with you on that. 
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Senator Smaruers. Dr. Morton, how long do you think it would be 
possible for the eastern railroads to continue to exist under present 
circumstances ? 

Dr. Morton. Well, that is a rather dangerous question, because I 
am afraid that some of them now are flirting close to the edge of 
default on some of their obligations. 

Senator Smaruers. My question is based on this presumption: How 
much time does the Congress have to make these various types of 
studies before we get into serious trouble with the railroads ? 

Dr. Morton. Well, some of the railroads are in trouble today ; among 
them being the major eastern railroads. 

Senator Smarners. Do you think that the Congress, if it is going 
to be of any assistance to the railroads, has time to undertake a 2- or 
3-year study of these problems? 

Dr. Morton. I don’t think they do. I think probably some of these 
broader questions involving appropriations to other lines of trans- 
portation would not have to be acted upon at once. But such other 
questions as adequate depreciation, are matters that ought to receive 
attention immediately, both for the general health of the railroads 
and for the general health of the economy. 

Senator Smaruers. Thank you very much. 

Senator Bricker. Just one question. I wasn’t here, Doctor, and I 
regret it, during your whole testimony. Your theory on deprecia- 
tion is that there should be some adjustment in your depreciation 
dollar to take care of this situation where you have invested a sound 
dollar, and you get a depreciated dollar, of less value? 

Dr. Morton. That is correct. 

Senator Bricker. You don’t care whether that is in a construction 
reserve or what it might be as far as taxes are concerned ? 

Dr. Morton. That is right. 

Senator Smaruers. Thank you very much, sir. 

Dr. Morton. Thank you. 

Senator Smaruers. Our next witness is Dr. Barloon of Western 
Reserve University, from Cleveland, Ohio. 

Senator Bricker. I am glad to see someone from Ohio. 

Dr. Bartoon. Good morning, Senator. 

Senator Smaruers. Now, Dr. Barloon, we will make your—as we 
state to all of these witneses—we will make your statement in full a 
part of the record at this point. 


(The complete statement of Dr. Barloon is as follows:) 


My name is Marvin J. Barloon. I am professor of economics at Western 
Reserve University in charge of instruction and research in transportation at 
that institution. My address is 10940 Euclid Avenue, Cleveland 6, Ohio. Prior 
to coming to Western Reserve, I served for 1 year on the faculty of Tulane 
University in New Orleans and for 5 years on the faculty of the Graduate 
School of Business Administration at Harvard University. I am a transpor- 
tation consultant and the author of numerous studies and published articles 
in the field of transportation, transportation equipment, and transportation 
factors in industrial development. 

I have been retained by the American Trucking Associations, Inc., to make 
a study and to report to you on certain proposed restraints on the minimum 
rate powers of the Interstate Commerce Commission, popularly known as the 
three shall-nots, a subject on which I previously testified before the appropriate 
subcommittee of the House Committee on Interstate and Foreign Commerce in 
1956. I have not altered my views on this subject since that time. 
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In addition, the American Waterways Operators, Inc., have asked me to 
bring up to date and to report to you or a widely circulated study which I 
prepared in 1956 on the favorable freight volume and revenue experience of 
those particular railroads most directly competitive with waterway traffic on 
the Ohio and Mississippi Rivers. 

The relevance of these topics derives from testimony previously offered to your 
committee to the effect that public policy in these areas establishes competitive 
relationships which are unfair and injurious to the railroads. 

I appear also in response to the invitation of your committee. 


CONCLUSIONS 


It may be helpful to the committee, Mr. Chairman, if I state my conclusions 
at the outset. 


THE THREE SHALL-NOTS 


1. The three shall-nots would remove major regulatory restraints to competi- 
tive rate cutting leaving only the requirement that proposed reduced rates be 
compensatory. 

2. The exclusive compensatory standard would permit rate differentials unre- 
lated to cost differentials. Thus, in many applications, under the compensatory 
standard, the higher-cost carrier would be permitted to charge lower rates 
than his lower-cost competitor. In other applications, this standard would 
establish rate differentials substantially in excess of cost differentials. This is 
because the term “compensatory” means rates below fully distributed cost in its 
application to railroads, but not below fully distributed cost in its application to 
highway and water carriers. 

3. Intermodal competition, railroads, if restrained only by the compensatory 
standard, would posses destructive rate-war capabilities much stronger than 
those of carriers in other modes, capabilities irrelevant to cost, efficiency, or 
inherent advantages. These capabilities include size, diversity of traffic and 
routings, and lower operating ratios. 

4. The three shall-nots could do serious damage to the railroads, themselves, 
by opening the doors to the type of competitive rate cutting to which their cost 
structure makes the railroads especially susceptible. 

5. In the economic sense, below-cost rates have the same character as a sub- 
sidized operation maintained at the expense of less competitive freight move- 
ments subject to rates greatly in excess of cost. The three shall-nots would 
heighten this subsidy character of the rail-rate structure. 

6. Competitive injury to highway and waterway transportation would have 
adverse effects on regional economies, particularly those of the South and the 
West. 

7. Constructive assistance to the railroads should be sought in the field of 
passenger operations and tax relief rather than by means which are economically 
damaging to other carriers and to the national and regional economies. 


SUPERIOR FREIGHT REVENUE EXPERIENCE OF WATER-COMPETITIVE RAILROADS 


1. Since the end of World War II, ton-miles of freight carried by barge on the 
Ohio and Mississippi Rivers has more than tripled, a result primarily of tech- 
nological innovations which have improved the inherent advantages of waterway 
transportation. 

2. The growth in waterway traffic on the Ohio has been associated with a huge 
industrial expansion in the Ohio Valley. 

3. During this period, the four railroads as a group with major lines paralleling 
the Ohio River have maintained freight traffic and revenues better than class I 
railroads as a whole, and they have generally achieved a lower ratio of operating 
expenses to operating revenues. At the same time, their freight volume and 
revenues have displayed a sensitivity to economic fluctuations, reflecting market 
characteristics of the industries they serve. 

4. Railway carloadings in the Ohio Valley have maintained a strong position 
relative to all regions of the country since 1946, and have markedly improved 
this position in the latest years reported, 1955 and 1956. 

5. During the postwar period of tremendous increase in waterway traffic, the 
four railroads with major lines paralleling the Mississippi River as a group have 
enjoyed a progressively improving position in freight volume and revenue in 
comparison with that of class I railroads as a whole. Furthermore, their oper- 
ating ratios have been more favorable than those of class I railroads throughout 
the postwar years. 
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6. Of the 8 railroads with major lines parallel to the Ohio and Mississipp! 
Rivers, 3 are primarily waterway competitive. Of these three, the Gulf, Mobile & 
Ohio has enjoyed a freight volume and revenue experience markedly superior to 
that of class I railroads as a whole, the Illinois Central an experience moderately 
superior, and the Louisville & Nashville an experience distinctly inferior to that 
of class I railroads as a whole. 

7. From these observations it would appear difficult, if not impossible, to con- 
clude that the growth in waterway traffic has been generally damaging to the river- 
valley railroads and much more logical to infer that these railroads have enjoyed 
some benefit from the regional industrial expansion induced in significant measure 
by improved barge transportation. 


THE THREE SHALL-NOTS 


The central issues of the proposal 


Several presidents of railroad companies, in addition to the president of the 
Association of American Railroads, have requested this committee to recommend 
legislation which would allow carriers in each mode of transportation to cut 
freight rates, irrespective of the effect on other modes. 

It should be emphasized that this request has been made to you as a partial 
solution to the financial difficulties of the railroads, that is, that it has been 
advanced as a means, not of improving the Nation’s transportation system in 
general, but of improving the position of the railroads in particular. 

On the other hand, spokesmen for waterway and highway carriers have taken 
a vigorous stand against this proposal. It thus becomes evident that, in their 
view, whatever help would be given the railroads by this measure, it would be 
achieved only by inflicting damage on the competing modes of transportation. 
While this conflict raises a number of questions, may I suggest that the two 
essential questions it poses for your committee are the following: 

1. Are the disputants correct in their views, or may it be that, on the one 
hand, the railroads would be injured rather than helped by greater freedom 
in rate cutting by all modes, or that, on the other, the truckers and barge lines 
would be aided by this change? 

2. Assuming the disputants are correct, is it in the public interest, in this 
situation and by this means, to damage other modes of transportation, waterway 
and highway carriage in particular, in order to give help to the railroads? 

Having given careful study to these questions, my answers, Mr. Chairman, 
are as follows: 

1. The respective disputants, for the most part, appear to be correct. That 
is, greater freedom in rate cutting would almost surely be injurious to the water- 
way carriers and the trucklines and might be helpful to the railroads, although 
this is more conjectural. It could be injurious to the railroads. 

2. The proposal would be contrary to the public interest because it offers every 
promise of inducing destructive competition, having the effects of diverting 
traffic from more efficient to less efficient carriers, and of tending, in the long 
run, toward monopoly in the transportation services. Finally, there are alter- 
native and highly promising approaches to aiding the railroads which would 
not be attended by these undesirable consequences. 


Content of the three shall-nots 


While the content of the three shall-nots proposed by the railroads is well 
known, I shall restate it here to avoid misunderstanding. In determining whether 
a proposed rate would result in less than a reasonable minimum charge, the 
Interstate Commerce Commission would be forbidden under this proposal to take 
into account any of the following considerations : 

1. The effect of the proposed rate upon the traffic of any other mode of trans- 
portation ; 

2. The relation of the proposed rate to the rates of any other mode of trans- 
portation ; 

3. Whether or not the proposed rate would be lower than necessary to meet 
the competition of any other mode of transportation. 

Under legislation presently in force, the Interstate Commerce Commission 
does, from time to time, disallow a proposed rate as unfairly or destructively 
low, primarily or exclusively because of the damage such rate would do to the 
traffic of other carriers either in the same or in other modes of transportation. 
Therefore, the three shall-nots would remove much of the present regulatory 
restraint on competitive rate cutting. 
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The three shall-nots in intramodal competition 


The undesirability of the three shall-nots is initially indicated by the cir- 
cumstance that even the railroads consider them undesirable as between com- 
peting carriers within modes of transportation. It should be borne in mind 
that modes of transportation, as such, do not compete with each other. Com- 
petition is carried on by individual carriers, railroads against railroads, and 
trucklines against trucklines, as well as railroads against carriers in other modes. 

But the individual rail executive does not ask for the release of competitive 
restraints as between railroads. He is opposed to unrestrained rate competi- 
tion with other railroads in much the same way that truck and barge executives 
are opposed to such competition with railroads. Everybody appears afraid of 
unrestrained rate competition with railroads, including the railroads them- 
Selves. 

Our attention is thus directed to the particular character of rate competi- 
tion between carriers in different modes. The reason liberalization is so per- 
sistently sought by rail spokesmen is that under the three shall-nots the rules 
of the competitive game would be different for a rail carrier from what they 
would be for a motor or water carrier. 

Under the three shall-nots virtually the only restraint remaining on rate-cut- 
ting competition would be that a proposed reduced rate be compensatory, 
that is, that it cover costs. But, under the compensatory standard, the meas- 
ure of costs is a much more exacting one for motor and water carriers than it 
is for rail carriers. 


Inequitable character of the compensatory standard 


To a railroad a rate is compensatory if it covers the out-of-pocket costs of 
the movement. The out-of-pocket costs of railroads are a much smaller portion 
of total costs than is true of other modes. Dr. Ford K. Edwards, while head 
cost analyst for the Interstate Commerce Commission, estimated that the direct 
or out-of-pocket costs represent about 70 to 75 percent of total railroad costs.’ 

By contract, highway trucklines have out-of-pocket costs running about 90 
percent of total costs.’ 

Thus, if a railroad and a truckline in competition with each other could carry 
a given commodity movement at exactly the same total cost of $10, the railroad 
rate wuld be compensatory if it were no lower than $7.51, whereas the motor 
carrier rate could not be reduced below $9. 

While the above case is hypothetical, an actual one may be cited to illustrate 
the competitive effects of the three shall-nots and the compensatory rate 
standard. 


Drugs and specified foods, Evansville to New York* 
PRESENT: ACTUAL RATES AND COSTS PER 100 POUNDS 


Rail (30,000 | Motor (23,000 
pound pound 
minimum) minimum) 











PAA Eh. chia dho bibhb abel MOG bnubidhaLuuadan abuebwaeieeeelbadee wicca $1. 0695 $1. 3000 
Pe wendaedine ant Teen) WINS. os. os ooo nn ck ee enhcssnwuceed GRD Lisxnecncc cies . 
Cost to shipper.........--..------- 2 EM ee er ee ert ee 1. 2945 1. 3000 


PROPOSED: RATES AND COSTS PER 100 POUNDS UNDER PROPOSED COMPENSATORY 


STANDARD 
Rail Motor 
Gebepeaaiaey We. os 6. 2 See a bh. eure eeRET $0. 874 $1. 300 
Loading, unloading, and local trucking. ........<.:s2.0cnccosccndennesosnsous a bidinct eaieten 
Came 0b a sn AG dd. SAW a SA 1. 099 1. 300 


1 Indianapolis & Southern No, 6124, reduced rail carload commodity rates on drugs, not otherwise indexed 
by name, fish liver oil, prepared food, ” aoe ise indexed by name, and intravenous solution from 
Evansville, Ind., to New York, 293 I. 6.C 


1 Rail Freight Service Costs in the Various Rate Territories of the United States, 78th 
Cane. 1st sess., S. Doc. No. 63 (1943), p. 75. 
nterstate Commerce Commission, ci tement No. 4616, The Meaning and Significance 
* oy 1 -of-Pocket, Constant, and Joint Costs in Motor "Carrier Operation, Washington, 
946, p. 12. 
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The compensatory rate of $0.874 is the out-of-pocket rail cost derived from a 
car-mile cost on a 950-mile run of $0.276 as reported by the Interstate Commerce 
Commission in this case. It is 951 miles from Evansville to New York. This 
standard would have led to approval of a rail rate representing a cost to the 
shipper of $1.099 as opposed to a motor-carrier rate of $1.30, and would very 
probably have destroyed the motor-carrier traffic. 

Thus, the compensatory standard does not represent the same thing for differ- 
ent modes of transportation. In the above case, the full cost, including fully 
distributed overhead, of moving drugs from Evansville to New York by rail was 
$1.102 which would have represented a cost to the shipper of $1.327, including 
loading, unloading, and local cartage. Yet, the compensatory standard would 
have permitted a shipper cost of only $1.099. 

Obviously, this standard is one which would permit competitive railroad rates 
distinctly below railroad cost while requiring carriers in other modes of trans- 
portation to cover a much higher percentage of their costs, and, indeed, quite 
usually, their total costs. 

For this reason, the compensatory standard is insufficient, and the present 
preoccupation of the Interstate Commerce Commission with the effect of a pro- 
posed competitive rate on the traffic of other carriers is highly essential. 


INDETERMINATE LEVEL OF OUT-OF-POCKET COSTS 


Even on the out-of-pocket cost basis illustrated above, the compensatory stand- 
ard is inadequate because the out-of-pocket cost of a given rail movement is not 
a firm figure. For example, an increment of 300 carloads of grain per month on 
a given run will often require running additional trains, thereby incurring an 
out-of-pocket cost increment of fuel consumption, train crew wages, locomotive 
maintenance and capital charges, and, in the long view, additional right-of-way 
maintenance, as well as other charges. 

But, an increment of only 30 carloads per month can ordinarily be handled 
merely by running longer trains without additional locomotives, thus adding 
little to fuel expense or to right-of-way maintenance, and nothing at all to loco- 
motive charges and crew wages. 

Out-of-pocket costs are a high figure on a long-run calculation for a large 
increment to traffic, but a much lower figure on a short-run, small increment. 
The inclination of many rail executives to take the short-run, small increment 
view may be illustrated by the following statement quoting the president of a 
middle western railroad. 

“Just how much money do you figure it costs us to haul an additional car on 
a 60-car train? Just a few cents compared with that first car.” * 

Rates which are set to capture incremental traffic have to be determined 
before the amount or the scheduling of the shipments are known and then 
have to be quoted to shippers whose individual loadings may vary from 1 to 50 
cars or more. It becomes obvious, therefore, that a rate determined on an 
out-of-pocket cost basis may be calculated very high or very low, either on equally 
valid assumptions. 

Even under the present competitive restraints, a large number of rail rates 
are well below the level of out-of-pocket costs as determined by the Interstate 
Commerce Commission. 

The Commission reports a long-run estimate of out-of-pocket costs at 80 percent 
of total costs, including in out-of-pocket cost a return of 4 percent on 62 percent 
of the total railroad property.‘ But, many railroad rates are below even this 
level. In 1955, 39 out of a total of 261 commodity groups yielded revenue below 
out-of-pocket cost by the Commission’s definition, 11 of them below 75 percent, 
which would mean something less than 60 percent of fully distributed cost.® 


Economic waste consequent upon the exclusive “compensatory” standard 


Thus, it should be emphasized with respect to the railroads that their cost 
advantage for ratemaking purposes does not necessarily mean that their cost 
on a particular movement is lower than that of a competing mode. Their cost 
may, in fact, be lower, or it may not be. What their cost advantage does 
explicitly mean is that the cost standard which the Commission accepts as 


8 Wall Street Journal, February 17, 1958, p. 8, col. 2. 

*Interstate Commerce Commission, Bureau of Accounts, Cost Finding, and Valuation, 
statement No. 4—54, pp. 27 to 87, inclusive. 

5 Interstate Commerce Commission, Bureau of Accounts, Cost Finding, and Valuation, 
Distribution of the Rail Revenue Contribution by Commodity Groups—1955, statement 
No. 5-57, November 1957, pp. 28 to 31, inclusive. 
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compensatory for a railroad rate is much lower than that for a highway or 
waterway carrier, regardless of the actual relationship of their respective fully 
distributed costs. 

Exclusive reliance on the compensatory standard would, therefore, have the 
consequence of establishing railroad rates below those of competing modes even 
in those instances in which the railroad would be the higher cost agency and of 
diverting traffic in such instances from the more efficient mode to the less 
efficient. In still other instances the railroad rate would be lower than that 
of carriers in other modes by a margin considerably greater than the actual 
cost advantage of the railroad. It is the function of constructive competition 
to direct business from the less efficient producer to the more efficient, so that 
a competitive arrangement such as that proposed, which would have the contrary 
effect, would be economically wasteful and a drain on the national economy. 


Strategic competitive advantages of railroads 

In the intermodal rate competition which would be intensified by the three 
shall-nots, the railroads would possess strategic advantages Over carriers in 
other modes even beyond that of the double-cost standard. The most notable 
of the railroads’ ratecutting advantages include the following factors: 


1. The railroad has a lower operating ratio. 

2. A railroad company is normally a much bigger business than a competing 
truckline or barge line. 

3. The railroad has a greater diversity of traffic as to geographical areas 
served and commodities hauled. 


It should be noted that none of these points say: “The railroad is more effi- 
cient,” nor that “the railroad has lower costs,” nor that “the railroad provides 
better service.” On some movements, of course, the railroad is more efficient, 
does have lower costs, or does provide better service. But these are irrelevant 
to the general competitive advantages of a strategic cost structure, large size; 
and traffic diversity in the arsenal of competitive warfare. These general stra- 
tegic advantages of the railroad render the proposed cleavage between carriers 
in different modes of transportation especially invalid as an approach to relaxed 
regulation. I shall try to clarify the nature of each of these advantages. 


Lower railway operating ratio 

The trucklines and barge lines are not capable of absorbing losses to the same 
extent as railroads. This is because of their higher operating ratios, that is, the 
higher ratio of operating expenses to operating revenues. A much larger portion 
of railroad expenses are capital charges than is true of other modes, so that 
operating expenses absorb a smaller portion of railroad revenues. In 1956, the 
ratio of operating expenses to operating revenues for the three most competitive 
modes of transportation were those shown in table 1. 


TABLE 1.—Ratios of operating expenses to operating revenues, 1956 
Percent 

Class 1, line-haul railroads 
Class A and B water carriers 

1 Interstate Commerce Commission, Transport Statistics in the United States, 1956, pt. 1, 
p. 134, pt. 5, pp. 7 and 9, and pt. 7, p. 4 
Motor: cafriers ‘of property... nn ee ee Eee ee 95. 8 

Of course, those railway capital charges which are fixed have to be met to 
avoid bankruptcy, but a larger portion than formerly of railroad capital charges 
are dividends which can be delayed for considerable periods. Since 1945, fixed 
capital charges have been at lower levels than in earlier years. This reduction 
is summarized in table 2. 


TaBLe 2.—Annual railway interest accrued on funded debt* 


373, 372, 000 


‘aa S. Bureau of the Census, Statistical Abtract of the United States, 1957, table 702, 
p. ‘ 


Tet 
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With an operating ratio of only 76.9 percent, the remaining 23.1 percent of 
railway operating revenues are available for capital charges, and with the de- 
cline in annual interest accruals, a large portion of this 23.1 percent can be ab- 
sorbed in competitive rate cutting. By contrast, the trucklines can absorb an 
average of only 4.2 percent and the water carriers only 11.8 percent, so that, 
however soundly financed or well managed, they lack the financial fat on which 
to live out any protracted ratecutting endurance test. 


Relative size of railroads and carriers in other modes 


A railroad normally has the tremendous competitive advantage of large size. 
Indeed, as measured by operating revenues, the average railroad is about 40 
times as big as the average water carrier or intercity truckline. In 1956, for 
example, the average intercity truckline did a business of just under $1.9 
million, and the average class A domestic water carrier just under $2.8 million. 
But the average class 1 line-haul railroad that year received an operating revenue 
of $95.8 million. 

Averages, however, do not tell the whole story. In 1956, the 5 largest rail- 
roads in the country had operating revenues exceeding $500 million each. The 
largest of these was the Pennsylvania with $991 million. Eleven additional 
railroads had revenues exceeding $200 million each. By contrast, the largest 
intercity truckline in the United States had revenues just short of $53 million. 
In a competitive contest between a carrier by rail and a carrier by highway or 
by water, the scales of relative size would be very heavily weighted in favor of 
the railroad. 


Diversity of railway trafic and selective rate reduction 


Closely related to the railroad’s greater size is its greater diversity of traffic. 
The railroad serves a wider range of communities and carries a broader variety 
of goods. Now, competition as to rates focuses upon one movement at a time, 
a particular commodity moving between stated points. 

This places a railroad in a position to select a particular movement competitive 
with a parallel truckline or barge line, reduce the rate to something just above 
the railroad’s out-of-pocket cost, and thereby capture the traffic. The railroad 
ean carry this loss indefinitely because it carries so many movements of other 
commodities between other points of rates sufficiently high to cover the localized 
loss. The truckline or marge line, however, has no such diversity of high-rate 
movements. The movement subject to reduced rates may be the bread and butter 
of the small carrier on the highway or waterway. Therefore, it quickly succumbs 
to the competition and goes out of business. 

This stategy of conducting localized price wars while recouping losses from 
profitable prices on other lines of business is something of a classic theme in the 
history of antitrust problems. It was commonly practiced by the early trusts 
in their rise to industrial dominance. In the 19th century railroads exhibited 
a special procilivity for this kind of predatory competition. The cost structure 
of railway operations which was then so conducive to selective rate cutting per- 
sists to this day, and localized rate wars are now held in check largely by the 
attention of the Interstate Commerce Commission to the effect of rate cuts on 
the traffic of other modes of transportation. Two modes of transportation were 
in active competition in 19th century, and selective rate cutting proved to be the 
railroads’ chief competitive weapon. 

The distinguished transportation economist, Arthur T. Hadley, writing in 
1885, described the process as follows: ° 

“Where a railroad is the only means of conveyance, it can charge what the 
traffic will bear, without restraint. But where it comes into competition with 
a water route, or with another railroad, it charges are brought down to the 
lowest possible figure. The points where there is no competition are made to 
pay the fixed charges, while the rates for competitive business will little more 
than pay train and station expenses.” 

As for the effects of intermodal competition on the pattern of the three shall- 
nots, Hadley offers this observation : ‘ 

“The water routes could not compete with the railroads at the railroads’ war 
rates. The railroad war of 1881-82 had checked the development of Mississippi 
River traffic, and had rapidly cut into that of the Erie Canal. The complete 
abolition of tolls on the latter was almost a matter of necessity; and, when it 
came, it did not suffice to protect the canal business in the face of a renewed 
railroad war.” 


wa T. Hadley, Railroad Transportation, G. P. Putman’s Sons, New York, 1888, 
p. C 
7 Ibid., p. 98. 
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Of course, the principle of the “three shall-nots” would not go all the way 
to restore the competitive standards of the 19th century jungle. On shipper 
complaint cases the restraints of unjust discrimination and of undue preference 
and prejudice would still remain. Indeed, on complaints of carriers with 
respect to rates of other carriers in the same mode of competition, much of 
the present protection would continue. This is especially important to protect 
the railroads against each other, in view of their procilivity for loss-rate com- 
petition. But, in those cases arising from complaints of waterway carriers 
or of highway carriers against railroads, the three shall-nots would go a long 
ways toward restoring the predatory standards of 19th century competition 
as descibed by Arthur T. Hadley before 1887. 


The inequitable character of unrestrained competition 


The apparent impartiality of the three shall-nots is highly misleading. The 
rules would apparently be the same for all. But, in fact, they would be quite 
different. 

By proposing to heighten competition between modes, this proposal would un- 
leash the big business upon the small, the firm with a high reserve of capital 
charges upon the firm almost all of whose revenues go into current operations, 
the business with farflung operations upon the localized and specialized carrier. 
The hand of the Interstate Commerce Commission would be restrained, leaving 
only the compensatory rule to limit the severity of ratecutting contests, a rule 
which means one thing in railroading and something quite different in the 
other modes. By selecting the boundaries of the respective modes as the lines 
of cleavage of the transportation industry, the three shall-nots would neatly 
classify the carriers in terms of vulnerability to predatory attack. 


The “three shall-nots” and competition between railroads 


Indeed, as I stated at the outset there is some danger to the railroads, them- 
selves, in the principle of the three shall-nots. While this proposal would seek to 
liberalize ratecutting only as between modes of transportation, it might prove 
very difficult to confine the fires of rate competition to the inter-modal bound- 
aries. In a retaliatory war between a railroad and a carrier in another mode, 
the contest would remain intermodal only as long as it affected particular com- 
modities between particular points unrelated to the traffic of any other railroad. 
This might prove a somewhat unusual situation. 

Competition between a railroad and a truckline, for example, has far-reaching 
interearrier ramifications. Let us take a hypothetical case of a movement of 
sugar from the gulf coast to Dallas, Tex. Assume that a single truckline and a 
single rail line get into a ratecutting contest for this traffic. The reduced rates 
from the gulf coast to Dallas, however, will hurt sugar traffic from points in 
Colorado to Dallas, so that the railroads serving this latter run will become 
involved. Furthermore, industrial consumers of sugar in Oklahoma City or 
Fort Worth will find themselves at a disadvantage in competition with the 
Dallas consumers and they, in turn, will apply pressure on the carriers serving 
these cities. Thus, a rate war has a tendency to spread like a forestfire, and 
carries a considerable risk for the railroads, themselves. 


The subsidized character of below-cost rates 


The testimony of other witnesses before your committee, Mr. Chairman, has 
made frequent reference to the question of subsidies in the various modes of 
transportation. However, one important phase of this subject has been generally 
overlooked. The term “subsidy,” commonly refers to payments by the Govern- 
ment to a private operation to make up a deficiency of its revenues relative to 
its costs. The basic defect of a subsidy is that the subsidized product or service 
costs more than it is worth to the consumer in the price he pays. Subsidies, 
therefore, can generally be justified only on noneconomie measures of the public 
interest, having to do, for instance, with health and welfare, national defense, 
resource conservation, and the like. 

Although the term “subsidy”, normally relates to payments by the Govern- 
ment, exactly the same wasteful effect may be achieved within a private finan- 
cial and operating structure. This is what happens in the case of below-cost 
railroad rates. As with any subsidized operation, these rates apply to a trans- 
portation service which is worth less to the consumer in the charges he pays 
than it actually costs. Whereas the Government derives the funds to under- 
write such an activity out of tax revenues, the railroads derive the funds by 
assessing extra high rates on noncompetitive traffic. In 1955, out of 261 com- 
modity groups, 78 yielded revenues less than fully distributed cost and were 
thus supported by this private subsidy system. 
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The average ratio of railroad operating revenues to operating expenses that 
year was 132.1 percent and may, therefore, be taken as the weighted average 
relationship of charges on all movements to fully distributed costs. On this 
standard, any commodity movement which paid more than 182.1 percent of 
fully distributed cost was paying a bonus for the support of the below-cost 
movements. In 1955, there were exactly 100 of these. Eight of these com- 
modity groups paid over 200 percent of fully distributed costs.* Because in 
the economic sense, this rate structure has all the features of a subsidy system, 
the overall question of subsidies in the transportation system cannot be real- 
istically evaluated without including this as an essential part of the picture. 


Regional implications of intermodal transport competition 


Competitive injury to waterway and highway transportation under the prin- 
ciple of the “three shall-nots” would carry important implications as to regional 
development, especially adverse to large areas of the South and the West whose 
growing industries place greater reliance on highway and waterway transpor- 
tation than is usual elsewhere in the country. In large portions of the South 
and West, the railway system never developed the high degree of trackage 
and traffic density found in the North and the Hast. Consequently, rail facili- 
ties are less abundant and rail rates tend to be higher. 

These circumstances have led to a greater reliance on highway and water- 
way transportation, especially in the course of the rapid industrial growth in 
these regions since the end of World War II. 


Highway transportation in the South and the West 


The meaning of highway transportation to rising income levels in the South 
and the West may be illustrated by the growth of highway traffic since 1940 
in the four census regions: East South Central, West South Central, Mountain, 
and Pacific. The States included in each of the census regions are listed in 
exhibit 1. All of these four regions have lower rail trackage density than any 
of the remaining census regions of the country. But since 1940, three of them 
have had a higher percentage of growth in freight carried by truck on main 
rural roads than any of the other regions, and the Pacific region is surpassed in 
the East by only one region. Correspondingly, they are all moving forward 
faster with respect to percentage increase in income levels than any of the other 
regions in the country, and in employment in manufacturing their progress 
ae the national average. Table 3 summarizes the growth in highway 
traffic. 


TABLE 3.—Relative railroad truckage density and growth in highway trucking 
by census regions 


A. REGIONS OF LIGHTEST RAIL TRACKAGE DENSITY 














| Ton-miles 3 
7 Miles? ofrail-| carried, 
Region ! | road per 100 | main rural 
— miles | roads, 1955, 
| land area as percentage 
of 1940 
Cee nua eiamabwuahaaeikimaiien one 8.6 507.9 
PE UR TIIUI isdn coc ani edb secs ce cchoccebtpeslbtacts ctcciee seus teee 6.9 489. 1 
NN 6 ies) Sean mgennccksennennsnnsanabenanaSestanshisess-cnacaecencne.e- 2.5 489. 0 
I ee btn ntinke tg invaded teglinthader tuk pth ahinbipidna<nwesiceis® 4.9 325. 0 
B. REGIONS OF HEAVIEST RAIL TRACKAGE DENSITY 
SS aii he ie Sas o dieedas cpapacsnnesesescucvecaterea abranews mane 9.9 290. 4 
Ns SAU e ard. sa kawed inbdaccdncsorensweusbbubaccanelnaas 18.8 246. 1 
I a a ald at aiiigtok e cutadieh pide a 10.3 276. 4 
a uchmeninasdnchentacces - 16. 1 329. 6 
EIS. SE LGU. 6 bn cal uusdecwsccccsccncecccciennccneecceenn- 9. 2 283. 4 
Continental United States of America..............-.--.....-------2-.22..-- 7.5 333. 0 


1 The States falling within each region are listed in appendix 1. 

2 Interstate Commerce Commission, annual report, Statistics of Railways in the United States. Data 
r?present trackage owned. 

3 Bureau of Public Roads, Highway Statistics. 





8 Interstate Commerce Commission, Distribution of the Rail Revenue Contributi b 
Commodity Groups—1955, statement No. 5-57, Washington, 1957, pp. 32 to 35, inclusive. ’ 
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While table 3 does not demonstrate casual relationships in a scientific sense, 
the correspondence between lighter rail trackage density and a larger rate of 
growth in highly transportation in the South and the West is very marked, and 
a casual relationship is strongly suggested. It appears highly probable that 
the competitive reverses for highway trucking which would follow from height- 
ened loss-rate competition with railroads would significantly retard economic 
development in these regions. 


Waterway transportation and the South 


Similar observations apply to the development of water transportation and 
the economic growth of the South. Those reaches of the Mississippi River and 
its major tributaries which carry the heaviest burden of traffic are essentially 
southern in their orientation. This is certainly true of the main segment of 
the Mississippi downstream from St. Louis, and largely true of the Ohio. The 
Tennessee, the Cumberland, the Black Warrior-Tombigbee system, and the Gulf 
Intracoastal Waterway are all entirely southern. 

In 1955, 58.3 percent of all the freight hauled on the American inland water- 
way system moved on southern waters. The following table, complied from 
reports of the United States Corps of Engineers, details this fact: 


Net tons carried on the inland waterways (domestic, inland, excluding Great 
Lakes), 1955 








| 
Net tons Percent 


Southern Mississippi and tributaries (St. Louis, south, including Ohio 
River, but excluding Alleghény and Monongahela) 

Gulf Intracoastal Waterway. 

Black Warrior-Tombigbee system 


Total southern 
United States total 


1 Ohio River traffic is included as ‘“‘southern”’ because, except for a short upstream reach within the 


State of Pennsylvania, the river falls entirely within the States of Kentucky and West Virginia, hose 
boundaries extend to the north bank of the river. Furthermore, most of the traffic on the Ohio River 
originates or terminates in Southern States. 


By contrast, total tons of freight moved by rail in the southern district (east 
of the Mississippi and south of the Ohio Rivers) in 1955 amounted to only 
25.1 percent of the national total. The differential impact of tolls on the south- 
ern economy would compound its historic disadvantage with respect to rail 
freight rates. 

These observations are merely illustrative of the wide differentials in re 
gional dependence on the respective modes of transportation. Any radical 
alterations in the competitive status of the respective modes would have far- 
reaching repercussions in the interregional relationships of agriculture and 
industry. It is apparent that economic development in the South and the 
West would be adversely affected by a weakening in the position of highway 
and waterway transport. 


Alternative approaches to aiding the railroads 


Finally, Mr. Chairman, there are other possible legislative measures of sub- 
stantial promise as aids to the railroads but unattended by the marked dis- 
advantages and risks of stimulated rate cutting. Previous witnesses have pro- 
posed a number of such alternatives. Prominent among these are repeal of 
the excise taxes on for-hire transportation and measures to expedite the termi- 
nation of unprofitable rail services. 

I do not wish to advocate tax reduction as such. Tax reduction is a question 
of fiscal and budgetary policy. But, at such time as the Congress is consider- 
ing or programing any reduction in taxes, certainly the excise taxes on for-hire 
transportation should be among the first to be considered. 

Excise taxes have the very same effect on the demand for transportation 
services as higher rates and fares. They discourage the movement of goods. 
These taxes can be the determining influence in the processing industries and 
the consumer markets between obtaining supplies at a distance or turning to 
less desirable sources closer to home. They continue a kind of internal tariff 
barrier on interregional commerce. 
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Most important, the excise taxes on transportation do not apply to private 
earriage. They make travel by public transportation less attractive and encour- 
age travelers to use their own automobiles. In the movement of freight, one 
of our problems has been the differentially larger growth of private carriage 
by truck, barge, pipeline. A shipper weighing private carriage against for-hire 
carriage necessarily takes into account the freedom of private carriage from 
these taxes, to the disadvantage of the for-hire carrier in all modes of trans- 
portation. 

The health of for-hire carriage, and especially of common carriage, is of vital 
importance in our transportation system. Many shippers, small firms in 
particular, cannot afford the capital investment required by private carriage. 
Therefore, maintenance of the high quality of service and the financial vigor 
of common and contract carriage is essential to the large sector of the economy 
in which small business prevails. The excise taxes are discriminatory against 
these shippers, unable as they are to escape them by turning to private 
transportation. 

I need not dwell at length on the problem of railroad passenger losses. It is 
in the passenger sector of the business rather than in freight, that the real rail- 
road problem lies. In 1956, railroad passenger operating expenses were 140.7 
percent of passenger revenues. Freight operations, by contrast, were highly 
profitable. In their freight business, the railroads incurred operating expenses 
of only 68 percent of freight revenues, a margin for capital charges and profits 
of 32 percent. If the Congress is to act as physician to the ailing railroads, it 
would seem appropriate to treat them for the ailment they have, that of passen- 
ger losses, rather than for something they have not. 

It is evident that the railroads are not being utilized in accord with their in- 
herent advantages in the carrying of passengers. 

This problem should be approached directly in its own terms and corrected 
as rapidly as possible. But, to neglect the problem of wasteful use of passenger 
facilities, while at the same time introducing into the freight transport system 
the new inequities of the “three shall-nots” would merely compound one malad- 
justment with another. 


OPERATING EXPERIENCE OF WATER-COMPETITIVE RAILROADS 


With regard to barge line competition, Mr. Chairman, testimony has been 
repeatedly presented to your committee to the effect that this has been notably 
damaging to the railroads. Two years ago I made a study of this question which 
has been widely circulated, and, because of this study, I have been asked by the 
American Waterways Operators, Inc., to review the subject and to report on it 
to your committee. I am confining myself to the Ohio and the Mississippi Rivers 
with attention to traffic growth on these waterways since the end of World War 
IJ and the concurrent favorable operating experience of the eight railroads 
paralleling them. There is very strong reason to infer that these railroads have 
shared in the industrial growth associated with the expansion of waterway 
transportation, and that their relationship to the waterways is, therefore, more 
complementary than it is competitive. 

Charts I and II present the phenomenal record of growth in freight carried 
on the Ohio and Mississippi Rivers, respectively, from 1946 through 1956. On 
each river the ton-mileage of traffic more than tripled in just 11 years’ time. 
These are very long waterways serving major industrial and agricultural 
regions. In 1956 they carried 39 percent of all the inland waterway traffic in 
the United States. 

This remarkable record of growth is the result, not of any change in regulatory 
policy of the Federal Government, but rather of two technological innovations. 
One of these is the screw-propelled, diesel-powered towboat. The other is the 
use of radar. Because of its great power and maneuverability, the diesel towboat 
can move a tow of barges some 1,000 feet in length, with an aggregate carrying 
capacity equal to over three 100-car railway freight trains—with only one 
crew. The diesel towboat has other advantages, but the massiveness of the unit 
of movement appears to be the chief one. Radar, on the other hand, has been 
especially valuable because it permits 24-hour operation. Prior to this innova- 
tion, it had been customary for river boats to tie up for the night because of the 
dangers of collision or grounding, a serious addition to overhead cost per mile. 
These two innovations have had the effect of improving the inherent advantages 
of barge transportation and of greatly reducing the cost of movement on all 
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commodities which can be marshaled in sufficiently huge quantities for barge 
ro The result has been the phenomenal growth depicted in charts I 
and II. 

Efforts have been made to attribute the growth in inland waterway traffic 
to a paternalistic policy of the Federal Government. This appears a futile 
exercise. The policy of the Federal Government with respect to the waterways 
has undergone no fundamental change over several generations. The introduc- 
tion of economic regulation in 1940 has actually affected only a small portion of 
traffic, leaving the waterways today in much the same regulatory relationship 
to the Federal Government they have occupied since the 19th century. 

Furthermore, Federal waterway policy applies as well to traffic on the Great 
Lakes and to coastwise and intercoastal trade via the oceans. Under this policy, 
traffic on the Great Lakes has grown less than any other mode of transportation, 
and, apart from tanker movements, oceanic domestic trade has likewise lan- 
guished. The reason is that diesel towboats and radar have not had the special 
rejuvenating force on the deep waters which they have exercised in the tortuous 
channels of the rivers. 


Industrial growth associated with waterway transportation 


If it were true that waterway competition were injurious to the railroads, one 
would logically expect that those particular lines directly competitive with 
the waterways would have suffered heavier losses of traffic than other railroads, 
especially during the period when waterway traffic has been growing so rapidly. 

Actually, however, the contrary is the case. By and large, as I shall demon- 
strate, these eight railroads have done somewhat better than the national aver- 
age. It is reasonable to infer that they have shared in the fruits of the remark- 
able industrial growth associated with waterway expansion. 

Because I have studied industrial development along the Ohio River somewhat 
closely, I shall use this material to clarify the relationship to railroad traffic. 
Chart III presents the commodity composition of traffic on the Ohio at 10-year 
intervals from 1927 to 1956. It will be noted that these commodities are largely 
bulk industrial raw materials and fuels. Most of this incremental traffic is 
serving industrial capacity which did not exist in earlier years. It was drawn 
to the river location largely by cheap transportation and abundant water supply. 

In 1957, the Ohio Valley Improvement Association completed a census of new 
industrial establishments or plant expansions of $1 million of more, located in 
counties adjacent to the Ohio River. The aggregate outlay ,reported for the 
period subsequent to 1950 exceeded $13.5 billion. : 

The low cost of moving coal by barge has induced a vast expansion in electric 
generating capacity on the banks of the river. Electricity generated on the 
main stream of the Ohio in 1956 was over 13 times what it had been in 1939, 
while generation for the country as a whole was less than five times as great, 
an expansion on the Ohio River from 3.17 percent to 10.2 percent of the national 
total. 

It is this growing abundance of electricity and fuels in the region which has 
stimulated the growth of numerous industries, notably chemicals, petroleum re- 
fining, aluminum reduction, and metalworking. In 1957, 64 percent of all the 
new aluminum reduction capacity under construction in the United States was 
along the Ohio River. The large gaseous diffusion plant of the Atomic Energy 
Commission was located in the Portsmouth, Ohio, area for adequate supply of 
electrical energy. 

In addition to stimulation of industrial expansion on so vast a scale, the im- 
provements in barging technology have helped to preserve the otherwise deterio- 
rating competitive position of the Pittsburgh-Wheeling steel producing district. 
It will be noted on chart III that during the 9 years from 1947 to 1956, iron and 
steel transported on the river increased by 280 percent. 

By way of contrast, the Nation’s steel ingot production during this interval 
went up by only 36 percent. The river movement consisted primarily of down- 
stream shipments from the Pittsburgh-Wheeling district to destinations on the 
Mississippi River and in the Southwestern States centered on Texas. By other 
modes of transportation, Pittsburgh and Wheeling are disadvantageously located 
with respect to these markets, 

The effect of these developments has been to expand and to maintain a much 
larger volume of industrial activity than would otherwise have occurred in the 
region of the Ohio River. Certainly much of this expansion generates railroad 
traffic. Plants which bring in bulk materials by water in many instances receive 
supplementary materials and supplies and ship out finished goods by rail. 
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Community development and consumer goods demand associated with indus- 
trial growth likewise generate significant volume of rail traffic. Some of the 
railroad companies serving the Ohio Valley have engaged in vigorous promotion 
of new industrial establishments in the region, and both water supply and water 
transportation have played a part in the success of these activities. In other 
words, the availability of water transportation has at times been among the 
inducements to increase the industrial base of rail transportation. 

The favorable experience of the 8 railroads serving the Ohio and Mississippi 
Valleys during the era of unprecedented expansion in barge movement suggests 
that the 2 modes may be far more strongly in partnership in industrial develop- 
ment than has usually been recognized and that throughout important areas they 
may have a mutuality of interest outbalancing the competitive feature of their 
relationship. 


Major railroads of the Ohio Valley 


The Ohio River extends 981 miles from Pittsburgh, Pa., to Cairo, Ill, serving 
Such industrial centers, in addition to the Pittsburgh district, as Cincinnati, 
Louisville, Huntington-Ashland, Wheeling, Evansville, and numerous others. 
Certain railroad lines serve both points on the Ohio and on the Mississippi and 
So are related to river traffic traversing both streams. A growing portion of 
the traffic on the Ohio River has been moving past Cairo between the two rivers, 
thereby serving, as well, such cities as St. Louis, Memphis, and New Orleans. 
In 1956, about one-fifth of all the cargo carried on the Ohio moved also on the 
Mississippi. 

The major railroads connecting various points along this movement are as 
follows: 

1. The Baltimore & Ohio Railroad Co.:; This railroad serves three major terri- 
tories, of which one is the Ohio Valley. However, the Ohio Valley line con- 
nects the cities of Pittsburgh, Wheeling, Parkersburg, Kenova, Cincinnati, Louis- 
ville, St. Louis, and other river terminals, and thus represents a major route 
parallel to river traffic. 

2. The Chesapeake & Ohio Railway Co.: This railroad, likewise, serves major 
territories outside of the Ohio Valley. The Ohio Valley lines, however, parallel 
the river for several hundred miles, serving such cities as Huntington, W. Va., 
Cincinnati, and Louisville. 

3. The Louisville & Nashville Railroad Co.: This railroad is almost exclu- 
sively an Ohio and Mississippi Valley railroad, connecting the cities of Cin- 
cinnati, Louisville, Evansville, St. Louis, Memphis, and New Orleans. Its route 
from Birmingham, Ala., to New Orleans parallels the Black Warrior-Tombigbee 
Waterway system. 

4. The Norfolk & Western Railway Co.: The eastern portion of this railroad 
serves the route between the Southern Appalachian coal fields and the Atlantic 
coast; the western portion serves the Ohio River territory, connecting the cities 
of Kenova, W. Va., Portsmouth, and Cincinnati, with a main line northward 
terminating at Columbus. 


Postwar operating experience of the Ohio Valley railroads 


Chart IV presents the record of ton-mileage of revenue freight hauled by 
these four railroads in comparison with the national average since the end of 
World War II. It will be noted that the Ohio Valley railroads have maintained 
a better position over 1946 than the national aggregate in all but 1 of the 10 
years, 1954, and that the favorable margin was greatest in the final year, 1956. 

However, the traffic of the Ohio Valley lines displays a greater variability on 
volume than the national average, particularly in the recession years of 1949 
and 1954. This feature presumably reflects the regional concentration on the 
production of metals and metal products and the large movements of bituminous 
coal. 

The extent to which the high volumes of freight have been translated into reve- 
nues is represented in chart V. Again, the river valley railroads have done better 
than the national average, but this time, with the exception of 2 years, 1949 and 
1954. Furthermore, the years 1951, 1955, and 1956 represent a higher freight 
revenue differential than any of the years prior to 1951, suggesting a general 
trend toward improvement. It would appear, therefore, that the superior posi- 
tion of this group of lines as to physical volume of freight is borne out as well in 
the revenue yielding ch aracter of the freight handled. 

Chart VI presents the record as to the operating ratio of the Ohio Valley rail- 
roads each year since the end of the war. In 9 of the 11 years represented, the 
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valley railroads have had a more favorable operating experience than the national 
average. The 2 less favorable years, 1948 and 1949, were in the earlier postwar 
period, whereas in the 2 most recent years represented, 1955 and 1956, the operat- 
ing ratios have been lower than at any other time since the war and lower than 
the ——— average by greater differentials than any other years except 1946 
and 1951. 

As noted before, the operating ratio includes other factors than the volume of 
revenue freight. However, in its relevance to the present difficulties of the rail- 
roads of the country, it can at least be concluded that the tremendous growth in 
traffic on the Ohio River has been accompanied by an operating experience of the 
parallel railroads somewhat more favorable than that of other railroads more 
remote from river traflic. 


Ohio Valley freight traffic 


All four of the railroads serving the Ohio Valley have major portions of their 
lines serving other regions of the country as well. For this reason, their favorable 
experience may be construed as possibly reflecting traffic conditions outside of the 
river area. 

For example, the Chesapeake & Ohio and the Norfolk & Western have carried 
a heavy export movement of bituminous coal from the Southern Appalachian 
district to Hampton Roads, a movement having no direct relationship to traffic 
conditions in the Ohio Valley. For this reason it is enlightening to examine 
carloadings in the Ohio Valley itself. 

Chart VII presents the ratio of carloadings in the Ohio Valley to those of 1946 
for each of the 10 years, 1947-56, in comparison with the national totals. These 
data are derived from the forecasts of the regional shippers advisory boards, as 
reported to the Association of American Railroads, encompassing 32 principal 
commodity groups loaded within the boards’ “district 4+, Ohio Valley.” 

The boundaries of this district are sketched in chart VIII. It represents a close 
approximation of the drainage basin of the Ohio River and its navigable tributary, 
the Cumberland, omitting, however, the upper portion of the valley. Thus, the 
data relate to all railroads in the region rather than merely to the four major 
lines thus far discussed and exclude all reportings exterior to the region itself, 
The results appear generally favorable to the Ohio Valley railroads. 

In 7 of the 10 years depicted in chart VII, carloading in the Ohio Valley 
shave held their own in relationship to the national average. They fell 
distinctly short in only one year, 1949. Offsetting this unfavorable year, valley 
ecarloadings gained position remarkable against the national average in 1956, 
the year when traffic on the neighboring river had achieved its highest peak, 

It would appear from chart VII, therefore, that traffic moving in the Ohio 
River region has been a major contribution to the favorable operating experi- 
ence of the railroads serving this as well as other areas. 


The four Mississippi Valley railroads 


While many railroads serve various points along the Mississippi, four have 
been selected as most continuously parallel over major poritions of their lines. 
The heaviest traffic on the river is that south from St. Louis. serving such centers 
as Memphis, Baton Rouge, New Orleans, and numerous others. As noted 
previously, a large volume of freight moves between the Ohio River and the 
Mississippi. The major railroads serving points along the Mississippi are 
as follows: 

1. The Gulf, Mobile & Ohio Railroad Co. With the exception of a line 
extending west from Springfield, Ill., to Kansas City, this railroad is waterway- 
oriented all the way from Chicago to New Orleans. Between Chicago and 
St. Louis it parallels the combined Illinois Waterway-Mississippi River navi- 
gation system and, from there south to New Orleans, the full length of the 
lower Mississippi River. The line through eastern Mississippi and Alabama 
is competitive with the Black Warrior-Tombigbee River system. 

2. The Illinois Central Railroad Co. This railroad, also, is largely waterway- 
oriented, serving essentially the same territory of the Mississippi Valley as 
the Gulf, Mobile & Ohio., all the way from Chicago to New Orleans. Two lines 
of lesser extent are the one from Chicago west to Omaha and Sioux Falls and 
a second westward from Vicksburg, Miss., to Lorraine, La. 

3. The Missouri Pacific Railroad Co. This railroad parallels the Missouri 
River west from St. Louis to Kansas City, the Mississippi on the west bank from 
St. Louis to New Orleans, and the Gulf Intracoastal Waterway southwest from 
New Orleans to Houston, and on to the Mexican border. Two lines, however, 
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extend west to Pueblo, Colo., and, farther south, to El Paso, Tex., and these do 
not parallel waterways. 

4. The St. Louis-San Francisco Railway Co. This railroad includes two 
major portions, the one basically nonwaterway competitive, extending west 
from Kansas City and St. Louis into the Texas Panhandle, and the other paral- 
lel to the Mississippi and the Black Warrior-Tombigbee River system from 
St. Louis south to Memphis and, from there, to Birmingham, Mobile, and Pen- 
ae This second portion of the railway’s lines is clearly a river-valley 

One additional railroad might logically have been included in this group, 
the Louisville & Nashville Railroad Co., with lines connecting St. Louis, Mem- 
phis, and New Orleans. However, this railroad also parallels the Ohio and 
Cumberland Rivers and was therefore considered previously in its relationship 
to the Ohio. In its effect on the overall picture, it makes no difference in which 
of the two railroad groups this one is included. 

Our immediate question, then, is how these four railroads have made out dur- 
ing the postwar period in which barge traffic on the Mississippi has undergone 
such a remarkable expansion. This question is answered by charts IX, X, and 
XI. These charts present the experience of the four river-valley railroads in 
comparison with all class I, line-haul railroads in the United States. 


Beperience of the Mississippi Valley railroads 

Charts IX presents the growth in ton-miles of revenue freight. It is imme- 
diately apparent that the Mississippi Valley railroads as a group have done 
distinctly better than the national average. Furthermore, their improvement 
over the 1946 level has ben considerably greater since 1950 than during the pre- 
vious —~ years, and the greatest improvement of all occurred in the latest 
year, 1956. 

The question may be raised as to whether or not the sustained ton-mileage 
represents lucrative traffic, movements yielding high rates or movements yield- 
ing low rates. Chart I throws some light on this question. It shows that the 
freight revenues of the Mississippi Valley railroads have grown more rapidly 
since the end of the war than have those of the railroad system as a whole. Fur- 
thermore, the differentially greater growth since 1950 is here repeated with, 
finally, the best showing of all in the latest year, 19656. 

In sum, charts IX and X would seem to indicate that while barge traffic on the 
Mississippi continues to expand, the freight traffic on the railroads parallel to 
the Mississippi expands, also, not only in physical quantity, but in its revenue 
yield as well. 

Chart XI presents the operating ratio experience of the four valley railroads 
in comparison with the national average. This, of course, is not entirely relevant 
because it includes the factor of operating expenses which might run either high 
or low for reasons not directly related to traffic and revenues volume. Further- 
more, the operating ratio includes passenger revenues and expenses as well as 
freight. However, because it bears on the central question of the financial prob- 
lems of the railroads, it is included here. 

For every one of the 11 postwar years, the opereting ratio of the 4 Mississippi 
Valley railroads as a group has been lower than the national average. That is, 
their operating expenses have been a lower percentage of their operating reve- 
nues, leaving a wider and safer margin for capital charges and profits. It would 
appear, therefore, that their strong freight-revenue position, concurrent with 
the growth in traffic on the neighboring river, has been generally translated into 
superior operating results. 

Segregated Mississippi Valley Freight Trafic 

The question of traffic influences from outside the valley is not serious in the 
case of the railroads parallel to the Mississippi. However, the Missouri Pacific 
and the St. Louis-San Francisco do have extensive lines which do not connect 
river points, so that some element of this problem is present. Unfortunately, 
the forecasts of carloadings of the Regional Shippers Advisory Boards do not 
provide a district boundary which could be identified with the Mississippi Valley, 
as they do for the Ohio. Therefore, light may be thrown on the question by 
considering individually those railroads which are almost exclusively waterway- 
oriented. 

For this purpose, the operating results are shown in charts XII, XIII, and 
XIV for three railroads, the Gulf Mobile & Ohio, the Illinois Central, and the 
Louisville & Nashville. These three are primarily parallel to the Mississippi, 
the Illinois Waterway, the Ohio River, and the Black Warrior-Tombigbee System. 
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Therefore, no major portion of their traffic can derive from any regions outside 
of the waterway area. 

As will be seen in chart XII, the Gulf, Mobile & Ohio has enjoyed a remarkably 
favorable growth in ton-mileage of freight since 1946. The differential growth 
of this line as opposed to the national average has been even greater in the years 
since 1950 than previously. The high-revenue character of this traffic is reflected 
as well as in the similar differential growth in freight revenue. 

The experience of the Illinois Central Railroad is shown in chart XIII. While 
not as distinctly superior as that of the Gulf, Mobile & Ohio, the postwar traffic 
growth of this railroad is likewise ahead of the national average. Ton-miles 
carried have fallen to the earlier relationship only in the latest year, 1956. With 
regard to freight revenues, however, the Illinois Central has remained ahead of 
the national average in all years, and particularly in all years following 1948. 

The record of the Louisville & Nashville is presented in chart XIV. Unlike 
the other two, the freight experience of this railroad has been less favorable 
than the national average, moderately so with respect to ton-mileage of freight 
hauled and more markedly so with respect to freight revenue. The unfavorable 
reportings for 1955 and 1956, of course, have been influenced by the long work 
stoppage on this railroad in the former year. 

Most of the traffic now moving on the Ohio and Mississippi Rivers is derived 
from new industrial facilities or plant expansions which did not exist at the 
end of World War II. It is not traffic which was taken from the railroads. 
These facilities have been located where they are in important measure because 
of the rivers, taking advantage of water supply and of the low transportation 
cost associated with the new technologies of navigation. 

This huge industrial expansion has been of general benefit to the valley com- 
munities, in mining and manufacturing, and in a great variety of commercial 
fields, and in the general impact on income levels. It would be surprising if the 
valley railroads did not share to some extent in the general community benefit, 
and the record indicates that most of them have. Preoccupation with the com- 
petitive character of these two modes of transportation is a mistaken emphasis. 
It would appear that more attention to the mutuality of their relationship would 
provide a better guide to national policy. 

(The tables referred to are as follows:) 


Bxuisir I. States COMPRISING THE RESPECTIVE Census REGIONS 


East South Central: Middle Atlantic: 
Kentucky New York 
Tennessee New Jersey 
Alabama Pennsylvania 
Mississippi South Atlantic: 

West South Central: Delaware 
Arkansas District of Columbia 
Louisiana Maryland 
Oklahoma Virginia 
Texas West Virginia 

Mountain: North Carolina 
Montana South Carolina 
Idaho Georgia 
Wyoming Florida 
Colorado Bast North Central: 
New Mexico. Ohio 
Arizona Indiana 
Utah Tilinois 
Nevada Michigan 

Pacific: Wisconsin 
Washington West North Central: 
Oregon Minnesota 
California Iowa 

New England: Missouri 
Maine North Dakota 
New Hampshire South Dakota 
Vermont Nebraska 
Massachusetts Kansas 
Rhode Island 


Connecticut 
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CHART I 
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CHART IIL 
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CHART IV 
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CHART WL 
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Senator Smatruers. Any way that you can brief it up through ex- 
temporaneous remarks, w y a. we will appreciate it. 

Dr. Bartoon. Very well, I will do that, Senator. My name is 
Marvin J. Barloon. I am professor of economics at Western Reserve 
University, and I am in 7 ae of.instruction and research in trans- 
portation at that institution. 

My address is Western Reserve University, Cleveland, Ohio. 

I leva been’ retained, Mr. Chairman, by the American Trucking 
Association, and the American Waterways Operators to present state- 
ments on two particular topics, on which my views have been well 
known in advance. IT have published articles and have given. public 
addresses in. my own name and independently on a number of occa- 
sions in these areas, and I surmise that these two groups had an 
advance idea of the general direction of my thinking. 

My testimony is entirely my own and entirely Aiventient. 

Senator Smatuers. Let me see if I get it: You are representing, 
however, the views of the American Trucking Association ? 

Dr. Bartoon. I don’t know, Senator. They have not reviewed nor 
edited any of my testimony and Ihave not checked with them in 
advance over what I was to say. 

Senator Smatuer. All right. 

Dr. Bartoon. The same thing is truae—— 

Senator Smatuers. You have been retained by them, not that there 
is anything improper about that at all, but just so that we might know, 
you have been retained by them ? 

Dr. Bartoon. Thatis right. Iam a full-time member of the faculty 
at Western Reserve University, you understand, and not in a con- 
tinuing relationship with either of these two groups. 

The two topical areas, Mr, Chairman, have to do first of all with 
proposals for the relaxation of restraints on intermodal rate compe- 
tition. These proposals, very often known as the three shall-nots, and 
I take it the committee is quite familiar with the content of the three 
shall-nots. The other area has to do with the relationship of inland 
waterway transportation to railroad transportation, particularly 
with regard to those lines paralleling the waterways. 

There have been presented to you a very large cuit of proposals 
for the relief and assistance of the railroads. 

Speaking as an economist, Mr. Chairman, some of these represent 
problems of very great complexity, and the consequences of recom- 
mended actions are very difficult to forecast with any certainty, and 
carry grave dangers of being contrary to the public interest and 
damaging to the transportation system. 

Others of .these, however, I think are much more clear in their 
probable effect. And I should like to suggest, therefore, that the 
most effective 4 taka would be that which, in its economic conse- 
— would be relatively clear, and in view of the immediacy of 
the problem during this present business depression, those which would 
be rather prompt in consequence. 

Now, for this reason it seems to me that in selecting among these 
various nes, weer a high priority should be given to such moves 
as the repeal of the excise tax on transportation. This is not basic- 


ally a —— in transportation, it seems to me, but rather, a problem 
ic finance. And at such time as the Congress believes that 
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fiscal and budgetary considerations counsel tax reduction, it seems 
to me that this tax should be in a very high position of priority 
among those to be repealed. 

I say that for this reason, the tax is basically a regressive tax in 
that it falls most heavily upon those least able to pay the transporta- 
tion. This applies to for-hire transportation and not to private 
transportation. Private transportation by which I mean the opera- 
tion by the shipper of his own truckline fleet or his own bargeline, 
and the like, is a large undertaking, calling for very large capital 
investment and a great many small shippers are quite unable to take 
refuge from the costs of for-hire transportation by acquiring their 
own vehicles and operating them as private carriage. 

For this reason, the tax is discriminatory against the smaller ship- 
per who must rely upon for-hire transportation. 

Furthermore, within the transportation system, itself, that tax has 
the disadvantage of encouraging a long-run trend toward a larger 
share of private transportation of the total transport burden of the 
country. 

This trend is underway in this case, and this encourages it to the 
detriment of the common carrier, in particular, who holds himself 
out as available to the general public. For this reason, Mr. Chair- 
man, it seems to me that this move should occupy a very high position 
among the various proposals which have been made for the relief of 
the railroads. 

Taking a little less time with regard to some other actions which 
might be taken, it seems to me that Professor Baker’s testimony the 
day before yesterday with regard to the climate of proposed rail- 
road consolidations is something to which I would subscribe most 
wholeheartedly. 

The problems of delays in rate cases, both on the part of Federal 
agencies and the Interstate Commerce Commission in particular, 
and on the part of the State agencies with regard to intrastate rates, 
seem to me to be other areas within which something can be done, 
~ consequences of which are quite direct, féreneeablis and good. 

urning—— 

Senator Bricker. The same thing would apply to abandonment of 
service as far as that is concerned ? 

Mr. Bartoon. Yes, sir; the same thing would definitely apply to 
abandonment of service. In that connection, Senator, I believe one 
of the basic problems of the railroads is the problem of overcapacity. 
This is a problem which has been renewed in recent years by some 
of the technological developments, in improving railroading, such 
as centralized traffic control, the electronic classification yard based 
on the pump system, and so forth, very greatly increased the ton-mile 
handling capacity per day of a given amount of railroad investment. 
So that where the railroads are seeking constructively to abandon 
services which are not demonstrably in the public convenience and 
necessity, it seems to me that we are throwing a block in the path of 
a most constructive policy on their part. 

Senator Bricker. That becomes particularly important in any con- 
solidation program that might be worked out ? 

Mr. Bartoon. Yes, sir; it does. The retirement of unnecessary, 
costly, excess capacity is much facilitated by consolidation. It seams 
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to me that the problems of supposed impairment of competition which 
result from consolidation are not nearly as acute or direct in the case 
of railroading because of regulation; that policies intended to dis- 
courage consolidation under the Clayton Act, in particular, in other 
industries, are inappropriate to the railroads for this reason. 

Now, turning to the question of the 3 shall-nots, we have here a sur- 
rising unanimity of opinion among the interested witnesses, rail, 
ighway, water, on 1 point, and that is that the 3 shall-nots are bad in 

competition with railroads. 

e opposition to the three shall-nots, in intermodal competition, 
has been expressed, of course, most vigorously by the waterway car- 
riers and by the highway carriers in connection with competition with 
rail carriers. 

In recommending the three shall-nots, however, the railroad spokes- 
men have almost invariably recommended it in intermodal competition 
only and some of them have been very vigorously opposed to it in 
their own competition with other railroads. We have here the cir- 
cumstance that nobody wants the removal of competitive rate restraints 
in their own competition with other railroads. 

There is, I think, a good reason for this. With the removal of the 
restraints now exercised by the Commission, there would be left only 
one major deterrent to competitive rate cutting, and that would be the 
compensatory standard. At first glance the compensatory standard 
seems to be a perfectly reasonable and soundly economic standard be- 
cause it seems to say that the reduced rate should cover costs, and 
obviously that is sound economics, where a given carrier has lower 
costs, the benefit of that lower cost may be passed on to the shipping 
public in reduced rates. 

Unfortunately, however, the word “compensatory” means different 
things in the various modes of transportation. In the case of the 
highway and the waterway carriers, compensatory means typically 
full costs. In the case of the railroads, however, it very typically 
means merely out-of-pocket costs. Would it be helpful if I say a few 
words to explain what I mean by out-of-pocket costs, Senator Bricker ¢ 

Senator Bricker. Explain first what you mean by full costs. 

Mr. Bartoon. By full costs? We have two categories of cost, 
Senator, the costs which are fixed, regardless of the volume of traffic, 
including such costs as real-estate taxes, insurance under long-term 
insurance policies, depreciation, and various other costs which are 
not affected by the volume of traffic. 

On the other hand, we have costs which are directly assignable to 
particular movements, such as train-crew wages, fuel expense, main- 
tenance costs for rolling stock, a portion of right-of-way maintenance, 
and the like. 

A full cost concept involves the application of cost-accounting prin- 
ciples rather universally accepted and applied within the manufactur- 
ing industries. The out-of-pocket costs are normally referred to as 
direct costs; no serious problem arises in their allocation to particular 
units of product. 

The fixed costs, more commonly called burden or overhead costs, 
have, however, to be allocated on a basis which is always arguable, 
never easily settled, but nevertheless which is administratively work- 
able for pricing and estimating purposes. The allocations of fixed 
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costs is often based on a ratio to, for example, labor hours or labor 
dollars found to prevail in that firm at a percentage of capacity 
operation considered normal. 

Well, this concept of full cost, then, Senator, requires this concept 
of an allocation of the fixed costs. In the case of the waterway and 
highway carriers, their fixed costs are only a small portion of the total, 
probably in the neighborhood of 10 percent or less. In the case of 
the rail carriers, however, the fixed costs are not less than 20 percent 
total cost, and in many instances are considered much higher than 
that. 

Senator Lauscne. What is the highest fixed cost that you know of 
with the railroads? You say 20 would be an average percentage. 
What is the highest that you know? 

Mr. Bartoon. A study of Dr. Ford K. Edwards provided an esti- 
mate in the range of 25 to 30 percent, Senator. 

In my prepared statement you will find some discussion of the 
uncertain level of the out-of-pocket cost. If we take a short-range 
view and consider small increments to traffic, the out-of-pocket cost 
can be made to seem very, very low and the fixed cost very high. 

A small shipment of 100 pounds moving from Cleveland to Chicago, 
once every 2 weeks, eda: not require the movement of additional 
trains nor of additional cars on a train, and one might consider the 
out-of-pocket cost to be a very trivial thing. Railroad executives 
certainly do not go on to that extreme, where it would seem to be 
almost zero. 

However, an examination of the relationship of revenue by com- 
modities to out-of-pocket costs, as of 1955, reveals that 39 of 261 
commodity groups were moved at levels below out-of-pocket cost by 
the standard of the Interstate Commerce Commission, below even out- 
of-pocket costs, Senator. And I cite that to indicate the impossibility 
of selecting any particular point and saying up to this point all costs 
are out-of-pocket, beyond this they are all fixed. It depends entirely 
on how long a view one takes, and it depends also on the size of the 
increment to traffic. 

Now, constructive competition in the public interest is that com- 
petition which permits the choice by the shipper or the consumer of 
the producer who operates most efficiently, and the intent of com- 
petition in which rates or prices are related to cost, is to make possible 
the lower price, greater attractiveness to the consumer or the shipper 
on the part of the more efficient operator. 

However, in a situation where the compensatory standard is used, 
then the lower rate will, in some instances, be permitted for a higher- 
cost carrier. In many instances, of course, the railroad carrier will be 
the lower-cost carrier. What I say is not intended to suggest that rail 
carriage is any less efficient than that of other modes of transportation. 
But in many individual instances, where particular questions of re- 
duced rates are raised, the compensatory standard would permit a 
lower rail rate, even though the fully distributed rail cost were the 
higher of the two carriers in different modes of transportation. 

Tn still other instances, where the rail carrier was in fact the lower 
cost of the two, the rate differential permitted would be a greater one 
than the actual cost differential. The consequence of this would be 
that in many cases the higher-cost carrier would be in a superior com- 
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petitive position in ratemaking to attract shippers. This would be 
uneconomic and contrary to the public interest, because it would tend 
to encourage and perpetuate hi a cost service rather than the more 
efficient or lower cost service, in funié instances, 

Competition between railroads and barge lines or truck lines has 
still another feature which is very important, and that is the competi- 
tive capabilities of the railroads include certain features which are 
conducive to the destructive competition in the sense in which I have 
sought to define it. 

ne of these is the lower operating ratio of the typical railroad. 
The railroad, because it has a much larger capital investment, must 
have a larger margin to meet fixed charges. On page 14 of my pre- 
pared statement, Mr. Chairman, I have figures as to the operating 
ratios, ratio of operating expenses to operating revenues, of three 
modes of transportation for 1956, as reported by the ICC, Class I line- 
haul railroads, operating ratio 76.9 percent, class A and B water car- 
riers, 88.2 percent, motor carriers of propety, 95.8 pecent. 

This means that in retaliatory rate-cutting competiton in which 
rates are quoted and charges made at less than fully distributed cost, 
the railroad is in a position to reduce rates, to take losses for a much 
longer period of time because it has this considerably higher margin. 

It is true that in the case of heavily indebted railroad lines, this 
would lead to receivership. In the case of less heavily indebted lines, 
ae the threat of receivership would, of course, not be so imme- 

late. 

A second advantage which the railroad usually has, although not 
always, is that of much greater size. 

On page 16 of my prepared statement I have some figures on the 
relative size of railroads and of intercity truck carriers in 1956, the 
average class I railroad had an operating revenue of $95.8 million in 
that year, the average class A domestic water carrier just under $2.7 
million, and the average intercity truckline, a business of just under 
$1.9 million. 

There are certainly instances of railroads which are smaller than 
some highway carriers and small railroads smaller than some water 
carriers, but this is not typical; the more usual situation is that of the 
big against the small. 

A third competitive advantage of the railroads in rate-cutting 
competition, which is irrelevant to their efficiency, is that of diversity 
of traffic. The problem, Mr. Chairman, is not one merely of the rail- 
roads driving the trucklines out of business in a crude or huge rate 
war. It is, rather, that of selective rate cutting. The truckline nor- 
mally is a much more specialized transport agency, and the same is 
true of a barge line. It carries a smaller number of commodity 
groups and its routes between particular points are much more limited 
than those of the typical railroad. 

In consequence of this, the railroad in reducing rates is in a posi- 
tion to select those particular commodities between particular points 
where it wants to recapture traffic from the competitive carrier. 

It is in a position, then, because of its low-operating ratio and be- 
cause of its size and its ability under regulation to charge rates which 
are less than fully distributed costs, to eliminate the smaller competi- 
tive carriers one by one, and, in that way, to get rid of undesired 
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competition in a piecemeal way, through selective rate-cutting com- 
petition. 

For this reason, Mr. Chairman, it seems to me that the proposals 
for the removal of restraints on competitive rate cutting are amo 
the more dangerous of the various proposals which have been offere 
for the relief of the railroads. That if these proposals were carried 
out it would quite clearly be to the expense of carriers in the com- 
peting modes of transportation. 

We would be helping the carriers in one mode of transportation 
only by damaging the carriers in other modes and in numerous 
instances, I believe, to the detriment of the public interest as a whole. 

In thinking about this we should bear in mind that there are certain 
regional implications. Certain industries, certain parts of the coun- 
try, are especially affected and dependent upon particular modes of 
transportation. In my prepared statement I have here some figures 
as to the expansion in highway carriage on page 22, in respective 
census regions. It is interesting to note that where the trackage 
density of the railroads is relatively light as shown at the bottom of 
page 22, the increase in trucking on main rural roads as reported by 
the Bureau of Public Roads has been particularly great. 

On page 23 you see the census regions with the much heavier track- 
age density and you will observe from that the increase in ton-miles 
carried on main rural roads has been percentagewise very much less, 
with the exception of the East-North Central. East-North Central was 
329 increase from 1940 to 1955, would be less than all the regions shown 
on page 22, excepting the Pacific region. So we have here a question 
as between the modes of transportation which has regional implica- 
tions and special implications with regard to particular industries. 

On page 25, I present for your consideration a table having to do 
with the effect of inland-waterway traffic on the industrial develop- 
ment of the South, showing that 58.3 percent of all the tons carried on 
the inland waterways, excluding the Great Lakes, in 1955, moved on 
southern waters. This had had much to do with a good deal of 
economic development in the South. 

By way of explanation, I have included the Ohio River as a south- 
ern waterway, and I hope you gentlemen from Ohio will excuse that. 
The Ohio River carriers traffic which is of southern origin or south- 
ern destination, primarily. Not exclusively by any means, but pri- 
marily. So I behove that apart from the upper reaches of the Ohio, 
particularly those falling within the State of Pennsylvania, which 
obviously are not southern, that for the most part the Ohio River can 
be classed as a southern waterway. The boundary of the State of 
Kentucky is on the north bank of the river and includes the entire 
river. 

Senator Lauscue. You will precipitate an argument. I think you 
are right, though. 

Mr. Bartoon. I don’t justify it, Senator, I am simply observing —— 

Senator Lauscue. They take great pride in claiming the Ohio River 
until the Governor asks them to build a bridge across the river. 
Pardon me. 

Mr. Bartoon. Certainly. 

The question of yar has been raised from time to time with 
regard to the various modes of transportation. 
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May I draw attention to what is, in its purely economic sense, a sub- 
sidy feature in the railroad rate structure? A subsidy is a product 
which is sold for less than its full cost at the expense of some kind of 
tax or other levy against people who do not benefit from the production 
and sale of that product. 

Normally we think of a subsidy as being financed through the tax- 
ation system of Federal or State government. In the economic sense, 
however, of a financing of a product or service which does not pay its 
cost, that same process goes on, in the case of railroad rates which do 
not recover either full cost, and certainly which do not recover out- 
of-pocket cost. We have here, likewise, an uneconomic area of pro- 
duction and sale. In this instance, financed, of course, within the 
private treasuries of the railroad companies through the higher rates 
which are charged on the less competitive traflic. 

In 1955, there were 100 commodity groups out of a total of 26% 
which yielded revenues in excess of 132 percent of fully distributed 
costs. I chose 132 percent as a standard because that was the ratio 
of operating revenues to operating expenses, and one might say that 
is the weighted average of revenue to expense, operating, that is, for 
the railroads and that anything paying more than that might be con- 
sidered to be paying something of a premium. 

I do not intend to particularly criticize that, but rather to bring 
that into the focal point. Total picture of the subsidy problem, be- 
cause it seems to me that we cannot face the subsidy problem unless we 
face it in its entirety. 

Senator Lauscue. Repeat that proposition. I don’t quite follow 
it. Just how the subsidy arises, that is. Now they charge less for 
their service for some instances than their out-of-pocket costs, and 
in other instances, also out of fully distributed costs. 

Mr. Bartoon. Yes. 

Senator Lauscue. Now, will you explain how the subsidy arises? 

Mr. Bartoon. That is a subsidy, Senator, in the sense of being a 
productive operation which produces a product which in the free 
markets is not worth to the consumer its total cost, which is produced 
at an operating loss, and the loss of which must be compensated by 
some payment made by those who do not benefit by the product or 
service, in excess of the value of what they are purchasing. 

Senator Lauscue. That is, when they charge less than they should, 
in instances A, B, and C, then they are compelled to charge more than 
they should in other instances to recoup the loss, is that it? 

Mr. Bartoon. Yes, Senator. I cua not use the word “should” 
because I am not necessarily criticizing the present rate policies of 
the railroads, but rather pointing out that in economic terms the ele- 
ment of subsidized movements is present. 

Senator Bricker. You are comparing the subsidy of the railroad 
to part of the shipping public at the expense of the rest of the shipping 
to a subsidy coming from the Government or coming from outside 
the industry entirely ? 

Mr. Bartoon. Yes, sir, again on the principle which I enunciated 
of a product or service which does not recover in the market its full 
cost. 

Now, considering the dangers of a heightened competition as be- 
tween modes of transportation, dangers which I think, gentlemen, are 
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so clearly shown in the distaste of rail carriers, themselves, for height- 
ened rate competition, within the railroad system, it seems to me that 
this is one of the least promising of the various methods of relieving 
and aiding the railroads which has been brought to your attention in 
the various statements that you have received. 

Senator Lauscur. When I interrupted you, you were talking about 
subsidies, and your first item was the subsidies which the railroads 
are getting. Did you want to elaborate on that more? 

Mr. Bartoon. Thank you; no, Senator. 

Senator Lauscue. I see. 

Senator Bricker. It isn’t a subsidy which the railroads are getting 
it is what you may call a subsidy but they are subsidizing part of 
their customers at the expense of the other customers. 

Mr. Bartoon. That is right, they are not getting a subsidy. 

Senator Bricker. They are not getting a subsidy at all? 

Mr. Bartoon. That is right. They are not getting any subsidy. 

Senator Lauscue. You have obviously given thought to this. 

You do concede that the element of subsidy is more realistic when 
you begin studying the barge lines and the airlines. And there is 
now some question about the truckers, and I am saying that because 
the Director of the Bureau of the Budget expressed the judgment that 
he thought that the last highway act imposed a special tax against the 
truckers which makes their contribution adequate. But you do con- 
cede that the subsidy given to the airlines is more direct and real 
than that which you claim is being given to the railroads. 

Mr. Barwoon. Senator, again I do not believe that there is any 
subsidy of any consequence being given to the railroads at all. We 
have here, however, a complexion of offsetting diseconomies. 

Senator Smatuers. Let me interrupt and say this: I have observed 
in the hearings thus far—I just say this for general information— 
that we in the Congress use the word “subsidy” with one meaning, 
which usually is that the Government itself gives some advantage to 
the mode of transportation; whereas I notice some of these witnesses, 
Mr. Childe used the same term of subsidized traffic, when he did not, 
however, in using that word have reference to a Government subsidy. 
He had reference rather to one customer in effect subsidizing another, 
by the railroads letting one customer get by with practically no 
charges and having another customer make it up by charging them 
too much. These economists and some experts refer to that as sub- 
sidization. Of course, we around here usually refer to subsidization 
as when the Government gives them something or some tax advantage. 
So I think it is just a misunderstanding of terms. 

Senator Bricker. Something that comes from outside of the system 
entirely. 

Senator Smaruers. That is right. So it would be helpful to us in 
your use of the word “subsidization” that you use it in the same mean- 
— we understand it around here. 

enator Lauscue. Have you given any study to the claims I have 


heard made on the floor of the Senate that the railroads are being sub- 
sidized through the method in which the postal department is pay- 
ing them and allowing them to use their equipment? 

Mr. Barwoon. I have not made any study of that, Senator, and I 
am not familiar with that charge. I have never heard it. 
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Senator Lauscue. I heard Paul Young last make that argument 
and I haven’t been able to follow it out. But you haven’t studied it? 

Mr. Bartoon. No; I haven’t. 

Senator Smatuer. I might say that I think the record would re- 
veal it works to the contrary, rather than what he said. 

Mr. Bartoon. May I turn now to the other area of my testimony ; 
namely, that of the relationship between the traflic on certain of the 
inland waterways and the operating experience of railroads paral- 
leling these waterways. 

I have made somewhat careful studies of industrial development 
along the Ohio River. It has been on a very great scale and is asso- 
ciated with the growth in the volume of traffic on the Ohio River. 

In my prepared statement on page 30 is a representation of the 
traffic growth since the end of World War II. The ton-miles carried 
have more than tripled in the 11-year period shown. On page 31 is a 
similar chart demonstrating that traffic on the Mississippi River, from 
Minneapolis to the mouth of the Passes, and excluding deepwater 
traffic downstream from Baton Rouge, has likewise tripled during this 
same period. 

Now, this increase in traffic on the Ohio River has been associated 
with a very great growth in certain industries, particularly the elec- 
tric-utility industry. 

Senator Bricker. And the chemical industry ? 

Mr. Bartoon. The chemical industry; yes, sir. I select the electric- 
utility industry, also, because the growth has been so very great. The 
kilowatt-hours generated by generating stations on the banks of the 
Ohio River in 1956 are 13 times as high as they were in 1939. For the 
country as a whole, the increase was only five times, a little less. 

Senator Bricker. Have you the average yearly increase in electrical 
consumption in the Ohio River area? 

Mr. Bartoon. No, I haven’t. I have tried to find it and haven’t been 
able to segregate it because reportings do not report by the river area. 

Senator Bricker. I think it runs along about 5 or 6 percent annual 
increase, doesn’t it ? 

Mr. Barwoon. I don’t know. I do know that a great quantity of 
electricity generated in Ohio Valley is transmitted to destinations out- 
side the Ohio Valley. This growth in the electric generating industry 
has been reliant on the movement of bituminous coal by barge to the 
generating plants, and these are almost exclusively steam generating 
stations to which I refer. 

Senator Bricker. The usual increase of electrical energy, of course, 
came from the Keiger plant serving the Atomic Energy Commission. 

Mr. Bartoon. Yes. 

Senator Bricker. That is a tremendous operation. 

Mr. Bartoon. The gaseous diffusion plant of the Portsmouth area 
— is supplied with electric energy by two privately owned plants, 

yger Creek and Clifty Creek plants, which likewise are a part of this 
river navigation economy of transporting coal. 

Now, there have been, of course, other industries. You speak of the 
tremendous growth in a considerable number of chemical industries. 
The aluminum industry. At the present time most of the new capacity 
for the reduction of aluminum in the United States is being brought 
to completion on the banks of the Ohio River. Other industries in- 
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clude automobile assembly and appliance manufacture and a wide 
variety of industries. 

I should add that in addition to the transportation on the river of 
fuels and bulk materials, these industries also locate there because of 
water supply. And they also locate there because of good rail trans- 
portation. A number of the railroads in the area—I note the Ches- 
apeake & Ohio in particular—has been promoting this particular loca- 
tion, and there is, therefore, a mutuality of interest between the rail- 
roads paralleling the river and the navigation on the river in industrial 
development. 

Mr. Chairman, this vast increment to traffic on the Ohio River dur- 
ing the past 10 years, thus, does not represent traffic taken from the 
railroads. It is mostly movement of the raw materials and the prod- 
ucts of industries which were not located there prior to 1946. 

As I studied this industrial development, it occurred to me that the 
railroads may have shared somewhat in it, that industries which bri 
in raw materials and fuels by water may ship out their products by rai 
as well as by truck and may bring in supplementary materials and 
supplies by rail. I took, therefore, the operating expense of four rail- 
roads serving the Ohio Valley—Baltimore & Ohio, Chesapeake & Ohio, 
Louisville & Nashville, and Norfolk & Western—and observed what 
their operating experience had been with regard to ton-miles of 
revenue freight carried during this 10-year period with regard to 
0 revenue and their operating ratio experience. 

That information is presented for the four railroads as a group, in 
charts 4, 5, and 6, on pages 38, 41, and 43 of the statement before you. 

You will see 2 distinctions between the experience of the railroad 
system as a whole and of those 4 railroads. One, that they demon- 
strate a greater sensitivity to economic fluctuations, probably because 
of the character of the industries they serve. 

Secondly, that their record is at least as good as a group, as that 
of class I railroads, as a whole, and in significant respects better. 
Generally, you find the freight revenue and the ton-miles carried 
for a four railroads running above that of class I railroads as 
a whole. 

Now, this has in it one source of possible misinterpretation, namely, 
that these railroads carry a good deal of traffic on lines which do 
not parallel the Ohio River. For example, the Norfolk & Western 
and the Chesapeake & Ohio have carried a very large volume of 
bituminous coal from the southern Appalachian district to Lake- 
Hampton Roads. 

Senator Bricker. How about lake cargo coal ? 

Mr. Bartoon. This is right, transshipped usually at Toledo for 
transshipment to Chicago. That kind of movement, of course, is 
irrelevant to their movement in connection with the Ohio River. 
For that reason, I got figures on carloading of 32 commodities in 
the Ohio Valley district as reported by the regional shippers advisory 
boards and that information appears on page 45 and page 46 presents 
the map of district 4, the Ohio Valley. These carloadings do not 
represent any traffic outside of the Ohio Valley and they include 
all railroads in the valley and you will see that these carloadings 
likewise have run higher than the growth in the national average 
for most of the years since the end of the war. 
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Gentlemen, looking further at the experience of the railroads par- 
alleling the Mississippi River 

Senator Bricker. on do you account for the low years of 1953 
and 1954? 

Mr. Barioon. Again, Senator, I suspect—I don’t know, but I 
suspect that that reflects the sensitive character of the industries 
served to recession influences. 

Senator Bricker. You have it in 1949 also. 

Mr. Bartoon. Yes, sir. 

The railroads paralleling the Mississippi River, which I selected, 
are the Illinois Central; Gulf, Mobile & Ohio; St. Louis, San Fran- 
cisco; and Missouri Pacific. 

Of these 4, 2 are very clearly water competitive, the Illinois Central 
and Gulf, Mobile & Ohio, running from Chicago and Mobile to New 
Orleans, ‘they are parallel to the Illinois water way, to the lower 
Mississippi River, and in Alabama to the Black Warrier-Tombigbee 
River system for ‘almost their entire lengths and they are, therefore, 
primarily water competitive. We get from these a much more dis- 
tinct picture of a more favorable traffic record and revenue received 
from freight traffic than was true of the railroads paralleling the 
Ohio River. Again I was concerned here with the amount of traffic 
on these lines which might not be in any way water related, and so 
I selected three railroads which almost exclusively are water com- 

titive, Illinois Central, Gulf, Mobile & Ohio, and Louisville & 

Nashville, and of these three, the Gulf, Mobile & Ohio has a much 
better record than that of class I railroads as a whole, since the end 
of the war, in volume of traffic. 

The Illinois Central, a moderately better record, the Louisville & 
Nashville in traffic carried is a record which is inferior to that of 
class I railroads. 

At this point may I draw attention to a drafting error in one of the 
charts—chart 14 on page 60. There is a drafting error in that chart 
and with your permission I shall have prepared when I return to my 
office in Cleveland a substitute page 60 which I shall forward to 
you immediately. 

Senator Smaruers. Fine. You can do anything that you want as 
long as it doesn’t become unnecessarily lengthy. 

Mr. Bartoon. It won’t get any more lengthy, Senator, but it will 
correct the drafting error. The error in drafting, however, will not 
alter in any way my conclusions nor any of the data. Because of this 
experience, then of these 8 railroads, gentlemen, and I must say that 
7 out of the 8 have a more favorable record since the end of the war 
in freight carried and in freight revenue than class I railroads as a 
whole, there is a rather strong indication, it seems to me, that the 
relationship of the railroads which parallel the waterways is, in im- 
portant respects, a complementary relationship rather than a competi- 
tive one. If waterway transportation were genuinely damaging to 
the railroads, it would seem to me that those railroads most directly 
parallel to the waterways would show some kind of inferiority in their 
traffic record during this period of perfectly immense growth in water- 
way traffic. 

Senator Bricker. I think your conclusion doesn’t follow the facts. 
I think that the increase has been due to the increase of industry in 
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those areas. The industry may have located there because of the 
waterways, but they have got to get their material out and they don’t 
all ship it down the river. 

Mr. Bartoon. That is right. 

Senator Bricker. It is perfectly logical that the railroads would 
get a certain portion of it. 

Mr. Bartoon. That is right. In other words, the industries have 
grown there because of the waterways. 

Senator Bricker. It certainly seems to me very simple; yes. 

Senator Smaruers. You goright ahead, sir. 

Mr. Bartoon. Thank you; Senator, that concludes my extempora- 
neous summary. 

Senator Bricker. What would be the situation if there were service 
charges on the waterways in proportion to the Government invest- 
ment ? 

Mr. Bartoon. The situation, Senator, if there were adequate user 
charges, do you mean ? 

Senator Bricker. Yes. 

Mr. Bar.toon. Would be first of all that these user charges should 
apply to all categories of domestic waterway transportation. The in- 
land waterways are competitive with coastwise and intercoastal move- 
ments on the high seas; by way of one example the tanker movement 
from Texas and the Southwest to refineries on the middle Atlantic 
coast leads to the production of refined products which are sold in 
western Pennsylvania and New York and eastern Ohio, 

By contrast, the movement of crude petroleum up the Mississippi 
and Ohio Rivers to refineries in the upper Chio Valley likewise sells 

roducts in that same region. So these movements are competitive. 

t would be most inequitable and uneconomic and industrially very dis- 
ruptive of established competitive relationship to institute user charges 
on the inland waterways alone. 

Senator Bricker. The Government spends money on the seaports 
as well as it does on the inland waterways. 

Mr. Bartoon. Yes, sir, it certainly does. 

Senator Bricker. So we are not distinguishing as between them. 

Mr. Bartoon. No. Likewise on the Great Lakes. 

Senator Bricker. Yes. 

Mr. Bartoon. I see no difference in principle between domestic 
transportation within the continental United States and that within 
the Territories, either. One category of domestic transportation by 
water is that within possessions and Territories of the United States, 
If user charges were instituted on the inland waterways, I could 
see no reason in principle why they should: not be instituted in the 
Territories and possessions. 

Senator Bricker. You haven’t answered my question, What would 
be the effect upon railroad transportation ¢ 

Mr. Bartoon. The effect on railroad transportation of user charges, 
Senator, it would be helpful to the extent that some movements on 
the waterways would go instead by rail, and harmful to the extent 
that some of the industrial base of rail transportation in the river 
valleys would be impaired. $F 

For example, one of the very biggest movements on the Ohio River 
is petroleum. That movement is primarily pipeline competitive. It 
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very probably would lead to a reduced volume of petroleum refining 
in the upper Ohio Valley. 

Senator Bricker. I don’t know of any Government contribution or 
subsidy or grant, whatever you want to call it, to the pipeline in- 
dustry comparable to that which we have in rivers and harbors. 

Mr. Bartoon. I was answering your question, Senator, with regard 
to the effect on the railroads. 

Senator Bricker. Yes, but I say I don’t think that the pipeline 
consideration enters into it. 

Mr. Bartoon. No, I referred to that—— 

Senator Bricker. There is no user charge in the pipeline that 
bye _ possible, as I understand it, in the pipeline industry at all, 
is there 

Mr. Bartoon. You are correct. I referred to the pipelines, sir, to 
indicate that it would not—that it would impair some of the indus- 
tria] base of rail transportation in the region. 

Senator Bricker. I see what you mean. That is always a ques- 
tion—how much the Government ought to spend. If they had some 
user charges no doubt the Government would feel free operating 
through the Congress to appropriate more money for the improve- 
ment of harbors and rivers. We have a bill pending now of $1 billion 
or more for internal improvements, concerning added facilities for 
transportation—not all of which, but many of which are added 
facilities for transportation, water transportation. 

Mr. Bartoon. It is very difficult to know, Senator, whether the 
effect would be to expedite interna] improvements or to retard them. 
It might go either way. It is very difficult. I don’t know. I have 
heard the clear argument and I am not sure which one—— 

Senator Bricoxer. There is a study being made of it at the present 
time. We have either got to know or guess at it. 

Mr. Bartoon. All right. 

Senator SMATHERs. All right. Senator Lausche. 

Senator Lauscue. Dr. Barloon, what would be your opinion con- 
cerning the propriety and the wisdom of the Federal Government try- 
ing to recoup a part of the investments which it is making in the 
building of airports and providing traffic advice and aid? That is 
the question. 

Dr. Bartoon. Senator, this is a subject which I have not studied 
in particular, but let me offer this suggestion, that, first, a careful 
judgment must be made as to the extent to which those improvements 
are intended for functions other than commercial transportation. 

Once that has been done by an impartial authority, then I should 
be much in favor of the Federal Government instituting charges 
which would recoup capital charges, not the construction costs as such, 
but an annual capital charge and annual operating and maintenance 
charge sufficient to compensate the Federal Government. So that the 
operation would rest upon its full cost. 

Senator Lauscun. That is, with reference to airlines, you do feel 
that there ought to be some recoupment of the expenditures made 
which are a direct and absolute service to the commercial airlines? 

Dr. Barioon. Yes, sir, so qualified, I would agree. 

Senator Lauscue. Would you apply that same — to the 
barge lines, that the Government ought to recoup when the expenses 
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pres are in relationship to a service directly enjoyed by the barge 
ines ? 

Dr. Bartoon. Yes, in part, Senator. Let me explain what I mean: 
We are dealing here with a very large and elaborate industrial struc- 
ture in which differentials in cost, as between modes of transportation, 
are very, very narrow. Any sudden or large institution of user 
charges on the waterways could cause the most serious and violent 
economic dislocations. 

It seems to me, therefore, that a program for the institution of user 
charges should begin by omitting from the picture capital charges 
in amortization and interest on improvements already completed or 
now under construction, because the industries using the waterways 
have located and developed there over many, many years on the as- 
sumption that user charges would not be imposed. 

Senator Lauscue. I concur with that. 

Dr. Bartoon. Secondly, that the user charges should apply to all 
domestic waterway traffic. Thirdl 

Senator Lauscue. Now, in this year’s appropriation bill, I think 
there is an item of $78 million for developments that have a direct 
relationship to serving the barge lines. It has nothing to do with flood 
control or recreational activities. 

What would be your opinion on that item, should the Government 
try to recoup it? . 

Dr. Barioon. Senator, that is a capital outlay. The Government, 
if it were to recoup a capital outlay, would do so with an annual 
amortization charge over the prospective life of the facility, and in 
addition, the Government would presumably recoup an interest charge 
for the unamortized capital investment over the entire life of the 
facility. 

In eddition to that, sir, we have a second category underlying pos- 
sible user charges, pamly current operating and maintenance ex- 
penses incurred primarily by the Corps of Engineers. 

Senator Lauscue. It wouldn’t have the attributes of justness to say 
to the taxpayer of the United States: “We are spending $78 million to 
build locks. Before we do so, we want to have some arrangement where 
we will receive a return on the capital investment in revenue adequate 
to maintain and operate the places.” 

What is wrong with that ? 

Dr. Bartoon. I think that is perfectly sound in principle. I do 
think, also, that along with that policy, to get our transportation 
system based on cost in the interest of a balanced economic transporta- 
tion system, it should be accompanied by a policy of moving toward 
a railroad rate system covering fully distributed costs. 

Again that is something which cannot be done suddenly. And I do 
not recommend it as something to be done universally, but as a con- 
tinuing policy to get our transportation system on a cost basis, I en- 
dorse wholeheartedly the idea of user charges. 

Senator Lauscue. Now, getting into that subject, which you just 
opened, you stated that the fixed charges of the competing modes of 
transportation are 10 percent, approximately, is that right? 

Dr. Bar.oon. Fixed charges of railroad would be more than—— 

Senator Lauscue. No, the other three. 

Dr. Bartoon. The other two I spoke of would be about 10 percent. 

21278—58—pt. 8 ——27 
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Senator Lauscur. What is the average fixed charge of the class A 

railroads, 25 to 30 percent ? 

Dr. Bartoon. Using ICC standards, 20 percent. 

Senator Lauscue. Did you later use the figure 25 to 30? 

Dr. Bartoon. Yes, sir; I did. I should say 20 to 30. 

Senator Lauscue. 20 to 30. Why is there that disparity in the fixed 
charges between those different modes? 

Dr. Bartoon. In the case of railroads, probably one of the largest 
items is the ownership of so much real estate, of the right-of-way, by 
the railroad company. 

Senator Lauscue. The right-of-way and the terminals, are they that 
about the main ones ¢ 

Dr. Bartoon. Yes, sir. In the case of the highway carrier by con- 
trast, he pays for his right-of-way as a current variable expense in the 
form of highway user taxes. In the case of the waterway carrier no 
payment is ; made for the use of the right-of-way. 

Senator Lauscue. And it is on account of this fixed charge that the 
railroads have their difficulty, isn’t it, in competing? 

Dr. Bartoon. Senator, let me—yes, yes, that is a correct statement. 

Senator Lauscue. It follows. 

Dr. Bartoon. Yes, it is related to the excess capacity problem. 

Senator Lauscne. Now there was some mention made about selec- 
tive items, that if this intermodal competition were allowed, the rail- 
roads would select their items one upon one and thus destroy the com- 
petitors; is that correct ? 

Dr. Bartoon. Yes, sir. That is one serious danger. Nobody can 
predict with any certainty, Senator. 

Senator Lauscue. Aren’t the truckers now selecting their items of 
transportation, choosing those that are best, and leaving whatever 
is left to the railroads? 

Dr. Bartoon. The truckers generally carry much higher-rated com- 
modities. That is not universally true, but it is generally true. Rev- 
enue per ton-mile, trucking, is generally four times higher than rev- 
enue per ton-mile of railroad transportation. 

Senator Lauscne. I have one more question. Mr. Childe testified 
last week and he pointed out a rather incongruous situation dealing 
with the shipment of sugar from San Francisco to Chicago and with 
the 2 terminals, San Francisco and Chicago, and 4 intermediate points, 
it dealt with fully distributed costs, and out-of-pocket costs. 

I can’t begin to explain the paradox that existed there, but it didn’t 
sound good, for the water carrier was able to leave San Francisco with 
his sugar, go down the Pacific through the Panama Canal, and into 
the Gulf of Mexico, and up the river to Chicago and deliver at a cost 
far less than the railroads were able to do direct, overland. 

Dr. Bartoon. Yes, sir. 

Senator Lauscnue. Are you familiar with that subject at all ? 

Dr. Bartoon. I am not, Senator, no. 

Senator Lauscne. Are you familiar 

Dr. Bartoon. T have not seen this chart. I am not familiar with 
that movement. 

Senator Lauscur. Anyhow, you feel that if anything is done to- 
wards eliminating this intermodal competition—or allowing inter- 
modal competition, rather, something must be done with the require- 
ment on out-of-pocket cost and full cost ? 











PROBLEMS OF THE RAILROADS 1753 


Dr. Bartoon. Yes, sir. I should like to see, not especially inter- 
modal competition, but intercarrier competition, within modes as well 
as between modes, put on a full-cost basis in the course of time. But 
we have had these dis-economies in the respective modes, rail and 
water, especially, for many, many generations and a whole elaborate 
industrial and economic complexion has been built around them, so 
that sudden change is very, very dangerous. 

We are dealing with very delicate balances between the industries. 

Senator Lauscur. Do you know what recommendation that Weeks 
Committee made with regard to this intermodal competition 

Dr. Bartoon. Yes, sir; I do. I believe the Weeks Committee rec- 
ommended that rates should be based on something called the directly 
ascertainable cost. Although the term directly ascertainable, was not 
defined, in Senate Resolution 1920, the “three shall nots” I believe, 
made their first appearance. 

Senator Lauscue. Did that committee recommend the elimination 
of this umbrella principle ? 

Dr. Bartoon. That committee got the “three shall nots” spelled out 
word for word, but the substance of the “three shall nots,” Senator, 
yes. 

Senator Lauscue. I think they also recommended that if there was 
to be liberalized competition, that it ought to apply not only to the 
intremodal, but also to the interrailroad competition ? 

Dr. Bartoon. As I recall the report of the Presidential Advisory 
Committee of April 1955, the answer would be “No.” 

Mr. Barron. Pardon me, Senator, for the record. Mr. Rothschild 
later appeared before the House Interstate and Foreign Commerce 
Committee and changed from intermodal to intramodal. 

Dr. Bartoon. Thank you. I was referring only to the report of the 
committee, Senator. 

Senator Lauscue. Allright. That isall I have. 

Senator Smaruers. All right. Thank you very much, sir. You 
have been very helpful to us. 

Senator Lauscue. Thank you, Mr. Barloon. 

Dr. Bartoon. Youare welcome. Thank you, sir. 

Senator SMatruers. Our next witness is Mr. Sharit, vice president, 
Apalachicola Northern Railroad Co., West Florida. 

All right, Mr. Sharit, you can proceed. We will make, of course, 
this statement here that you have presented to us in full a part of the 
record. Youcan proceed in any way you like, sir. 

Mr. Suarrr. Thank you, Mr. Chairman and Senator. 


STATEMENT OF J. L. SHARIT, VICE PRESIDENT, APALACHICOLA 
NORTHERN RAILROAD CO. 


Mr. Suarrr. This statement is indicated on behalf of the short-line 
railroads, being filed by invitation of the subcommittee chairman. 
May I express my gratitude for this opportunity to present my views 
with regard to the railroads of this country. You will find on the 
inside of the cover a picture or a photograph, showing the location of 
the railroad that I represent, as the Apalachicola Northern Railroad 
Co. down in Florida. 
(The document above referred to is as follows :) 
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Mr. Suartr. This carrier by rail operates in four counties in north- 
west Florida, and during 1957 operated 96 miles of main track, em- 
loyed 164 persons whose average annual compensation was $3,980. 
t represents a total investment, after depreciation, in excess of $5 
million; paid taxes of just under $700,000. 

Chairman Smathers has suggested that witnesses comment (1) as to 
how railroads may help themselves; (2) changes in policy the Inter- 
state Commission Commission might make which would inure to the 
benefit of the railroad industry; and (3) necessary Federal legislation. 

As your chairman did not limit appearances to the three main cate- 
gories above, I am desirous of concurring wholeheartedly in a fourth 
as presented to this committee by the president of the American Short 
Line Railroad Association, Mr. J. M. Hood. 


1. HOW RAILROADS MAY HELP THEMSELVES 


In commenting on (1), I think that a vast number of railroads have 
grown too long in length. Statistics available to the Interstate Com- 
merce Commission and, no doubt, to this subcommittee, will show that 
the more mileage operated, the more it costs per mile to operate. In 
other words, the more mileage the higher the operating ratio. 

A comparison of 12 railroads of moderate length with 12 of the 
larger lines for the years 1947 through 1956 and the first 10 months 
of 1957 shows that the larger lines had an overall operating ratio of 
76.95 as compared to those moderate in length with an overall operat- 
ing ratio of 61.58. This means that the railroads of modest length 
performed the service for 15.37 cents less than the larger carriers. 

I believe you will find the reason for this to rest in the fact that one 
executive, or the usual number of executives on a railroad several 
thousand miles long are not capable of supervising the intricate 
workings of such a vast operation. This requires an untold number 
of employees with an official title but with very limited authority to 
partly supervise the workings. 

The clerical and laboring employees are so strongly organized that 
it is prohibited under the union rules for these officials or unit heads 
to perform any kind of work other than in a minor, supervisor 
capacity. The chief executive officer of a railroad of moderate len 
can turn over the intricate workings of his line in the course of a 
day’s work, be familiar with the needs of his patrons and, particu- 
larly, with his employees and their duties, and know if they are being 
performed and how well. 

While I know of nothing that Congress or the Interstate Commerce 
Commission can do at this time about those carriers that have grown 
so vast in length, certainly, there is something they can do to prevent 
future growth, and that. is to prevent further mergers of the finan- 
cially strong, moderate-length carriers into already enormous size 
carriers. The moderate carriers are familiar with the needs of the 
several communities they serve, are in intimate contact with their 
patrons and public officials, and, by their intimate acquaintances and 
associations, can secure a degree of cooperation from its patrons, and 
can likewise secure and render such cooperation as will work to the 
mutual interest of both, whereas it is impossible for the larger lines 
to have this intimacy of its patrons and the patrons of the company 
officials, and good will one to the other. 
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On January 15, I attended a meeting of the Florida Development 
Commission in Tallahassee, Fla., to assist in exploring the possibility 
of attracting new industries to the State of Florida and helping those 
already established. 

An executive of one of the moderate-length railroads that I have 
just spoken of stated that, in the case of his railroad when a poten- 
tial new industry or expansion of one already established developed, 
they have the right men on the ground within a matter of hours to 
determine what 1s necessary on the part of his railroad to make the 
potential a reality, and, by so doing, all of the necessary papers and 
work layout are ready by the time the industry is, even if it is only 
a matter of a few days. 

In the case of the larger railroads, after the industry has been able 
to persuade someone to survey the situation, it is often weeks or 
months before work actually can get underway waiting for the neces- 
sary documents to be drawn up by the legal department and executed 
by the top executives. Often, industry becomes discouraged waiting 
on long-drawn-out procedures and begins looking elsewhere for lo- 
cations. 

Within the past several years, we have been able to locate three 
major industries on this line. For the most part, this was accom- 
plished by knowing what sites were available and best suited for these 
particular industries. After an appropriate site was selected and 
the potential turned into the direction of a reality, permanent rail 
facilities were made available, even in time for use by the contractor. 

While the necessary documents covering protection of both industry 
and rail were properly executed, the help of the legal department or 
other top executives was not necessary, thereby eliminating the long- 
drawn-out and expensive procedure of the larger carriers. 

At the time the Alfred I. du Pont estate acquired and assumed the 
operation of the Apalachicola Northern Railroad Co. at the beginning 
of 1937, its physical condition was in such need of repair that the gross 
limit of loaded freight cars was 170,000 pounds and the maximum 
speed over any part of the system was restricted to 25 miles per hour. 

At that time, the entire line was laid with the original 60-pound 
rail rolled in 1905. For the most part, the rail was badly surface bent, 
due in part to soft foundation of roadbed, but largely due to the con- 
dition of the timber being inadequate and lack of any tie plates for 
support between the rail and crossties. 

The roadbed on the first 30 miles of the north end is of heavy con- 
struction of pipe clay, which provides easier maintenance and drain- 
age; however, the remaining 66 miles south thereof is through very 
low, flat country with poor foundation for roadbed, which makes 
maintenance expensive. 

At the time of change in management, there were 19,050 feet of 
wooden structure, mostly of green, untreated timber with 16-foot open- 
ings between bents. Since that time, we have reduced this to 17,353 
fee by filling in wherever practicable. In addition, we have added 
additional bents, thereby reducing the openings to 8 feet ; and now these 
trestles are mostly constructed with steam-pressured, creosoted 
timbers. 

We have eliminated 73 wooden culverts by filling in with dirt, re- 
placed 59 wooden culverts with reinforced concrete, and replaced 114 
feet of small trestles with reinforced concrete culverts. 

Since 1941 we have relaid the entire line with new 90-pound rail 
and tie plates; starting in 1957 certain sections have been relaid with 
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new 132-pound rail and tie plates. Over 50 miles of ditching for 
drainage purposes has been accomplished with machines and founda- 
tion raised to afford better roadbed. 

On January 1, 1937, the receiver turned over to the corporate owners 
property valued at $2,990,209 and the total operating revenues for 
that year were $255,705, with an operating ratio of 111.07. It was my 
understanding that the receiver of the Kendetiiacie Northern Rail- 
road Co. had recommended to the Federal courts that the railroad and 
its right-of-way and other property be sold for $60,000 for junk, 
which, if it had been sold, would have greatly affected the communi- 
ties which it served and all of the employees, as well as a great number 
of others would have been greatly affected. 

I was employed as vice president of the Apalachicola Northern Rail- 
road on July 1, 1939, and at that time I was told by the executive 
committee that if we were to continue to operate this railroad, it had 
to make its own way and that if I could not operate the facility, they 
would look for someone who could and would; in other words, putting 
the railroad strictly on its own. 

In the year 1938 the operating ratio of the railroad was 137.89. By 
the end of 1939 it had been reduced to 100.06, and through all 6f the 
years, except 1943, we have maintained a splendid operating ratio, the 
ratio for 1956 being 36.12 and 1957 being 39.48. And back to the year 
1943, the reason for failing to operate within the income was due to a 
Government barge tearing down the drawbridge across the Apala- 
chicola River, on the Apalachicola Northern Railroad, which cost the 
company $425,000 and out of which we were only able to collect the 
value of the tug and the cost of the freight charges on the cargo, 
amounting to approximately $100,000, leaving a deficit of $325,000. 

The increase in investment from $3 million to more than $5 million 
has been paid for out of the operating revenues. We have 11 diesel 
locomotives, 119 new freight cars, and have relayed the railroad in its 
entirety with new 90-pound rail, are using exclusively the best class of 
creosoted ties and timbers, and during 1957, we relayed 5 miles of the 
90-pound rail with 132-pound rail, all of which has been accomplished 
with our own forces without bringing in outside help or great extra 
gangs. 

This company lost during— 
” $51, 377 
165, 935 


Note.—tThe occasion for this loss was dealt with above in connection with damage by 
Government barge. This loss is in addition to the loss of revenue for 30 days. 


This company’s net income This company’s net income 
for— for—Continued 
$73, 151 1953 
35, 922 1954 
125, 298 
130, 223 
288, 794 
74, 216 
218, 516 Total net earnings for 
122, 727 this period were__. 4, 234, 725 
195, 181 
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This company’s increase in cost of supplies, material, fuel oil, et 
cetera, has been increased approximately 120 percent 1947 through 
1957. During that period labor costs have increased approximately 
195 percent. Freight rates have been increased by 119 percent for 
this same period, except the hold downs and the lag in action by State 
commissions. 

I am firmly of the opinion that short-line railroads can operate 
much more successfully and that with good sound and/or prudent 
management, the railroads can and will continue to operate on their 
own, which they should. This company is strictly against any sub- 
sidizing, will not apply for any, an will not at any time ever accept 
subsidizing, and other railroads could and should do likewise. 


2. CHANGES IN POLICY THE INTERSTATE COMMERCE COMMISSION 
MIGHT MAKE 


In commenting on (2)—While there might be certain minor changes 
in the policy of the Interstate Commerce Commission that might 
prove beneficial to the railroad industry as a whole, any major change 
could prove advantageous to a few and very detrimental to a large 
number. 

I think that if the Interstate Commerce Commission had the neces- 
sary funds and competent manpower to enforce the Interstate Com- 
merce Act and their policies as they are today, not only with respect 
to the rail carriers, but with all forms of transportation coming under 
their jurisdiction, all would find themselves much better off in a rea- 
connie length of time, financially and otherwise. As previously 
commended in (1) above, stop the financially moderate railroad from 
being absorbed into the already vast systems. 


3. NECESSARY FEDERAL LEGISLATION 


The railroads will pay out of their earnings during the year 1958 
approximately $900 million, for railroad retirement, hospitalization 
insurance, vacation allowances. 

These charges against the carriers have come about by Federal leg- 
islation, through agencies of our Government. I do not believe that 
our properties should be subsidized for any reason, subsidizing will 
only tend to create a political football and further expedite the social- 
ization of our great transportation systems. 

Shown herein are exhibits A, B, C, and D. 

A. Dealing with moderate length lines. 

B. The larger carriers. 

C. Sixteen smaller railroads. 

D. Apalachicola Northern Railroad Co. income and expenses, 
1937 through 1957. 

I am tremendously proud of the record of the Apalachicola North- 
ern Railroad Co. 

(The exhibits above referred to are as follows :) 
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Senator Lauscue. You ought to be. : 

Senator Smaruers. Thank you very much, Mr. Sharit. That is a 
very fine statement. 

Let me ask you this: What part of your revenue is received from 
passenger trafic? 

Mr. Sarit. None. : 

Senator Smaruers. In other words, you completely haul freight? 

Mr. SHarir. Yes, sir. 

Senator Smaruers. All right. Senator Lausche, do you have any 
questions ? 

Senator Lauscue. No. That isa very interesting story, though. 

Senator Smaruers. It certainly is. 

Mr. Suarrr. Thank you, sir. I appreciate it. I tried to make it as 
brief as I could. 

Senator Smaruers. Thank you very much. You have done a fine 
job. 

Off the record. 

( Discussion off the record.) 

Senator SmatHers. Our next witness is gong to be Mr. Siedle, the 
Assistant Postmaster General, but we will not be able to hear him 
until 2 o’clock this afternoon. Are you here? 

Mr. Srepie. Yes, sir. 

Senator Smaruers. We are delighted to see you. We look for- 
ward to hearing you at 2 o’clock here in this room. 

Mr. Srepte. Yes, sir. 

Senator Smatruers. Thank you very much. We will stand in recess. 

(Whereupon, at 12:17 p. m., the subcommittee recessed to reconvene 
at 2 p. m., of the same day.) 


AFTERNOON SESSION 


Senator SmatHers. The meeting will come to order. We have as 
our first witness Mr. George Siedle, the Assistant Postmaster General. 
Mr. Siedle. 

Senator Bricker. Have we copies of your statement ? 

Mr. Stepte. Yes, sir, they were sent up. 

Senator Bricker. The chairman is temporarily out for just a mo- 
ment. If you will proceed, Mr. Siedle. 


STATEMENT OF E. GEORGE SIEDLE, ASSISTANT POSTMASTER 
GENERAL 


Mr. Sreptz. Thank you, sir. 

My name is E. George Siedle. My entire business life has been 
spent in the transportation field; 10 years with the railroads, 35 
years with industry, and the past 314 years as Assistant Postmaster 
General of the Bureau of Transportation. 

May I say first, gentlemen, that the Postmaster General regrets his 
absence today. He has had many matters claiming his attention and 
numerous needs to appear before committees, so that he has not had 
the opportunity to thoroughly familiarize himself on the subjects 
covered by my statement. Hence he has delegated me to appear today 
in his place. 
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However, this should not be misconstrued. He will appear later 
before you if you feel that continues to be your wish, after you have 
considered my statement and ceveee after you have heard the tes- 
timony of Secretary of Commerce Weeks. , 

Now, as for my statement, it is chiefly one of comments on the crit- 
icisms of the Post Office Department voiced by previous witnesses. 
To put it as plainly as I know how, it tries to tell you what we are 
doing, and why. 

Changes have been recommended in the law that would relieve 
the railroads of the obligation to transport mail, or require that rates 
be fixed at an artificially high level. 

Before the Congress undertakes any such drastic action, it might be 
helpful to review just what the law is, the reasons why Congress 
enacted it, and how it has worked. 


LEGISLATION 


The transportation of mail on railroads is governed by the Railway 
Mail Pay Act of 1917. Prior to its enactment, the railroads were 
under no obligation to transport mail and doing so, including com- 
pensation, was a matter of contract between the Postmaster General 
and the individual railroads. 

Long dissatisfied with this arrangement, the railroads urged Con- 
gress to enact legislation which would invest the Interstate Com- 
merce Commission with the authority to fix rates. The Post Office 
Department opposed this change. The dispute raged for almost 40 
years, during which time there were innumerable congressional in- 
vestigations and at least 5 careful, exhaustive inquiries made by 
special committees or commissions. 

Finally, through an amendment offered by Senator Cummins to 
H. R. 10484, there was approved on February 18, 1916, what is now 
known as the Railway Mail Pay Act and which, ever since then, has 
required the railroads to transport mail and authorized the Interstate 
Commerce Commission to fix the rates. 

Hence, in their recommendation the railroads are now advocating 
that you undo what they urged Congress to do back in 1916. Such 
recommendation, likewise, is in conflict with the statutes which im- 
pose similar obligations upon the airlines and the steamship com- 
panies to transport United States mail. 

The exception is the common motor carrier and a logical cure for 
this inconsistency might be to require the motor carriers to carry the 
mail and the Interstate Commerce Commission to fix the rates, rather 
than to take a step backward by adopting the recommendation of the 
railroads. 

It has been said that the present statute empowers the Post Office 
Department to “commandeer” railroad service; that the railroads are 
being forced to carry the mail. 

The shipper of freight has the right to demand transportation serv- 
ice of the railroads. Hence, a like provision for mail is not unique 
or inconsistent. How burdensome such requirement becomes depends 
upon the extent to which the right is exercised. Unlike many ship- 
pers of freight, the Postmaster Gendt? has not exercised such right. 
He has accepted what the railroads had to offer. When such offer- 
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ings did not meet his needs, he so informed the railroads and gave 
them the opportunity to fill those needs. If they declined, he either 
sought other means of transportation or he reconciled himself to 
accepting what the railroads would offer. In no instance has he 
compelled them to add a train, change schedules, or make additional 
station stops. 

Even on the rare occasions when the airlines cannot handle airmail 
or airlift mail, the railroads are not told that they must handle it. 
Such mail is merely offered to them. I do not know of a single in- 
stance when the railroads not only welcomed the offering, but also 
when they were unable to absorb the mail in their regular train con- 
sist. In other words, they were not obliged or required to add equip- 
ment. 

STANDBY STATUS 


It has also been said that mail-handling facilities are assuming an in- 
creasingly standby status. 

Such facilities consist in no small part of RPO cars—that is, rail- 
way-post-office cars—the majority of which have reached an age where 
they should be fully depreciated. 

Based on a inde we made for use in the Railway Mail Pay Case 
(ICC docket 9200), now before the Interstate Commerce Commission, 
the eastern railroads had a total of 896 RPO cars on June 30, 1956. Of 
this number, half were built originally in 1916 or earlier, thus making 
them more than 40 years old. Only 22 percent of the total number of 
cars were built after 1926, and 43 percent have not been improved 
since that year. 

While baggage cars are used for the transportation of mail, the de- 
crease in their use cannot be attributed entirely to mail. For that type 
of equipment has been used, likewise, to transport express, milk, 
and baggage. These, too, have decreased in volume; milk traffic has 
disappeared almost entirely. 

The other mail-handling facilities affected consist of space and 
equipment in railroad stations. Here, very frequently, the inade- 
quacies of the facilities and the lack of modernization have helped to 
drive the mail traffic elsewhere. 

Much of that which the railroads term “surplus or standby” is in 
reality obsolete equipment, stemming from changing conditions and a 
reluctance on the part of the railroads to adjust themselves to these 
changes. 

Obsolescence, brought about by progress and evolution, exacts its 
toll of all business ventures. In stressing that RPO cars and mail- 
handling facilities become surplus when mail is diverted to highway 
or air, there should not be overlooked the special type freight equip- 
ment, such as livestock refrigerator, woodpulp, and automobile rack 
cars; ferry boats and their terminals; passenger stations and freight 
houses; steam locomotives, shops, coaling stations, and roundhouses, 
which the railroads have been obliged to surplus or discard because of 
changing conditions or competition. 

Neither should there be disregarded that the railroads’ investments 
in mail-handling equipment and facilities is to attract traffic and, 
consequently, does not differ in principle from their investment in 
spur tracks leading to private rail sidings, lighters, car floats, piers, 
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waterfront facilities for storing import freight, and the many types of 
freight cars, passenger equipment, and so forth. 

The fate of the Interstate Commerce Commission show how 
obsolescence has exacted its toll of passenger equipment. Between 
January 1, 1946, and December 31, 1955, there was a decrease of 33 
percent in railroad owned or leased passenger coaches; 47 percent in 
combination passenger coaches; 37 percent in railroad pullman sleep- 
ing and parlor cars. 

The length of time these various railroad investments will bring 
satisfactory returns is a calculated business risk that parallels risks 
taken in all types of businesses. 


RAILWAY MAIL PAY 


Tt has been said that the payment for the transportation of mail is 
inadequate and that it contributes to the passenger train deficit. 

Ever since the Railway Mail Pay Act became law, the Interstate 
Commerce Commission has been vested with all powers to investigate 
and fix mail rates, just as it is empowered by law to investigate and 
fix freight, passenger, and express rates. 

Since 1916, the cumulative effect of railroad petitions and Inter- 
state Commerce Commission orders has been to increase mail pay rates 
to 310 percent of its 1916 level. In other words, the rates which were 
in effect before the enactment of the Railway Mail Pay Act have been 
more than tripled by the subsequent orders of the Interstate 
Commerce Commission. 

On the other hand, the basic passenger coach fare back in 1918 was 
set at 3.6 cents per mile. Subsequently, it was reduced to 2 cents and, 
although there have been various increases since, the fare still stands 
below its 1918 level in most of the country. Today, the basic coach 
fare in the eastern territory is 3.9 cents and in the southern and west- 
ern territories it is 3.3 cents. 

An even greater disparity between mail and passenger service reve- 
nues becomes evident when the railroads’ total income from those two 
sources is compared. Between 1918 and 1956, the revenue from pas- 
senger fares for class I railroads dropped from a gross of $1,032,- 
271,798 to $756,582,000. Between 1918 and 1956, revenue from trans- 
portation of mail increased from $53,537,249 to $286,747,000. 

Summing up, passenger fares today are slightly less than they 
were in 1918; passenger revenues have dropped over 25 percent; mail 
rates have tripled, and revenue from mail fee increased over 5 times. 

It has been said that the Post Office Department refuses to pay 
Fee more than the avoidable, out-of-pocket cost of transporting 
the mail. 

This is not correct. The Post Office Department pays the rate 
which the Interstate Commerce Commission determines to be fair 
and reasonable; it cannot require a railroad to carry mail for one 

nny less. The rates established by the Commission have always 

n in excess of out-of-pocket costs. Tadeo: at the present time, mail 


is the only part of passenger train service which does pay its out-of- 
pocket cost. Passenger carriage does not, baggage does not, and ex- 
press does not. 
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By way of further contrast, of the 262 commodity classifications of 
carload freight, 39, including such important commodities as fresh 
fruits, vegetables, livestock, copper ore, sand, gravel, crushed stone, 
and pulpwood fail to cover out-of-pocket costs. A study of the Inter- 
state Commerce Commission, Bureau of Accounts, cost finding and 
valuation reports, shows that over a third of the railroad freight 
revenues is from the transportation of commodities which do not pay 
their full costs. 

It has also been said that the railroads face a delaying regulatory 
maze when they seek increases in mail pay, and it was implied that 
the Interstate Commerce Commission was delaying a decision in a 
pending case so as to “blackmail” the railroads into a settlement with 
the Post Office Department. This is not correct. The length of time 
which has been required to present the eastern railroad’s application 
for an increase in the case mentioned has resulted solely on actions of 
the eastern railroads. 

The eastern carriers were not content to receive an increase to com- 
pensate them for the unit cost increases which they have experienced 
since the present rates were established ; they insisted upon a complete 
de novo examination of mail rates. Among other things, they seek 
increases based on alleged costs which were presented to the Commis- 
sion and rejected by it in the 1947-51 Railway Mail Pay case. A com- 
plete reexamination of mail rates necessarily requires a field stud 
of the costs of mail operations. This has not been completed; t 
testimony derived thereform has been presented, and the parties have 
now submitted their final briefs. 

If the eastern railroads had not desired the de novo examination of 
mail costs, none of this would have been necessary. It was not neces- 
sary in respect to the applications filed by southern and western rail- 
roads for increases. For example, the western railroads filed their 
application for an increase on February 11, 1957; in June 1957 the 
parties agreed to an increase of 714 percent, and the increase was 
approved by the Commission and became effective as of July 1, 1957, 
a total period of a little more than 4 months. 

Incidentally, the feeling of some railroad presidents that an in- 
crease in rates to compensate the railroads for their cost increases since 
1954 is insufficient has not only not been shared by the southern and 
western railroads, but also is not even shared by all eastern railroads. 
For two of the latter have offered to remove themselves from the east- 
ern application and to accept increases similar to those agreed to by 
western and southern railroads. 

The president of an eastern railroad testified that the Post Office De- 
partment’s own figures submitted in ICC Docket 9200 showed the 
railroads were entitled to a 29-percent increase and that we threatened 
to divert all of his company’s mail traffic unless he settled for 10 per- 
cent or less. He is mistaken on both counts. 

The eastern railroads originally asked for an increase of approxi- 
mately 60 percent in mail pay. They introduced cost figures, some of 
which were erroneous or unjustified in our opinion. We pointed out 
these shortcomings and then went on to show that even by suing the 
costing approach of the railroads, the increase they were asking should 
not exceed 19 percent. We not alone declined to accept the costing 
formula employed by the railroads as logical or realistic, but we 
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also showed that by employing a more accurate costing a approach we 
were paying too much for some of the services the railroads were ren- 
dering, not enough for others, and when measured in the light of 
unit cost increases since 1954, the figure to which they were entitled 
became 3.2 percent. All of this is a matter of record and can be found 
in our testimony given under oath before the Interstate Commerce 
Commission. 

The conversation in his office to which this railroad president re- 
ferred took place long before the ICC hearing on the mail pay in- 
crease. Hence, any figure like 29 percent could not have been men- 
tioned. Convinced that increasing the rates was not the solution, we 
on before this gentleman the results of a field study to show that 

is company could suffer a loss of 34 percent of its total mail revenue 
if we were to take advantage of what highway competition makes pos- 
sible today at present rates—and which highway transportation would 
give us as good as or better service than we were receiving from his 

railroad, and that in taking such step we could realize a substantial 
saving in transportation costs. Faced as we are with many com- 
plaints of service and a money deficit, he was asked to appreciate the 
difficult position in which we found ourselves, and he was invited to 
join with us in finding a solution to the mail service problem that 
would be of mutual benefit. This same plea was again voiced in a 
letter written to him and all other railroad presidents on August 29, 
1957, reading as follows: 

Prompted by the convictions that the railroads and the Post Office Department 
have a deep mutual interest in the future transportation of the United States 
mail by rail, and a desire to find a realistic solution of benefit to both for the 
present-day problems stemming from nationwide changed conditions, I am taking 
the liberty of asking you to read the accompanying statement. (This was the 
affidavit filed with the Interstate Commerce Commission in connection with the 
railway mail pay increase.) 

Our problem cannot be solved satisfactorily through rate increase, and per- 
sonally, I regret the emphasis now being placed on that approach. Time is 
running out for status quo. Instead of a legal contest, I would much rather 
see us negotiate a quick adjustment and then concentrate on working together 
building for the future. I have tried to make this clear in my statement—par- 


ticularly in the concluding part—and I earnestly hope you will find it consistent 
to lend your help toward that end. 


DIVERSION TO HIGHWAY 


Several presidents spoke of “massive traffic diversions” of mail from 
railroad to truck. While there have been diversions, it was not of 
“massive” proportions, and all too frequently it has been compelled 
by the abandonment of railroad service or the adoption of schedules 
which made the trains unsuitable for mail service. 

We do not arbitrarily remove the mail from the trains. It is and 
has been the Post Office Department’s policy not to divert mail from 
any transportation agency without first giving the agency an opportu- 
nity to retain the traffic. Gentlemen, that holds good on air, rail, 
steamship, and highway 

Most diversions of mail from the railroads have their inception in 
unsatisfactory service. The situation is discussed with the railroads. 
When they cannot or will not provide the desired service, a field study 
is made by the Post Office Department to determine what service can 
be developed via highway and naturally, at what cost. The findings 
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are then cma before the railroads and they once again are asked 
whether they care to provide comparable service by rail or by truck 
and at a figure which approximates the one the study has shown is 
obtainable via highway. Only on their second refusal do we adver- 
tise for highway bids. Such bidding is, likewise open to the rail- 
roads and at times they take advantage of that opportunity even after 
having previously refused to provide the needed service. 

Contrary to the statements of some of the railroad witnesses, we 
are not at liberty to negotiate or bargain with the trucks for rates. 
Statute requires us to ask for bids and to award the contract to the 
lowest responsible bidder. 

The foregoing is the policy and practice which several railroad 
witnesses have described as presenting threats, coercion, and black- 
mail. In reality it is giving the railroads an opportunity to retain 
mail traffic, which is not always accorded them by shippers of freight 
and extremely seldom by the traveling public. It is worthy of note 
that one of the railroad witnesses admitted in reply to a question by 
Senator Schoeppel that in every instance the Post Office Department 
first gave his company the opportunity to meet the competition, 
whether in service, in rates, or both. 

While we cannot negotiate for highway rates—except in an emer- 
gency and then to be followed by advertising for bids—we can nego- 
tiate for rates with the railroads and a number of them, including 
two of our severest critics, have taken advantage of this privilege. 
The fact that the present level of mail pay rates is pricing the rail- 
roads out of the market is no secret from the railroads. In an ever- 
increasing number of instances, railroads are voluntarily entering 
into agreements with the Department to transport mail at rates below 
those established by the Interstate Commerce Commission, in order 
to meet competition and hold the traffic. Included among these rail- 
roads are the Pennsylvania, and New York Central, and the New 
Haven. 

And while on the subject of negotiated rates, it is worthy of note 
that many of the railroad executives who have testified before this 
committee urged an amendment to the law which would give them 
the same power to lower freight rates in order to meet competition as 
they now possess and exercise in the cas of mail. 


THE IMPORTANCE OF MAIL TRAFFIC TO THE RAILROADS 


The exceptions taken by a few railroad presidents to their obliga- 
tions to transport the mail may have given the impression that it is 
an unattractive type of traffic which railroads would ordinarily not 
care to handle if not required to do so by statute. This is not the 
case. Most railroad officials earnestly and actively seek all the mail 
traffic they can get and there are numerous reasons why. 

In the 10-year period 1946 to 1956, the United States railroads were 
paid a total of $2.9 billion for transporting mail. This is over two- 
thirds of the total payment for the transportation of mail during that 
period. The Post Office Department now pays the railroads at an 
annual rate of about $290 million for mail transportation, and another 
million for mail the railroads transport by highway. This is far 
more revenue than is received by the railroads from any other single 
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shipper and is greater than the revenue received by them from all but 
five other commodities. On the eastern railroads, for example, mail 
revenue amounts to 18.6 percent of all passenger-train revenue, and 
2.6 percent of all railroad revenue. 


MAIL IS ATTRACTIVE TRAFFIC 


The railroads are under no necessity to solicit, advertise, or engage 
in promotional campaigns for mail traffic. There is only one shipper 
to be billed and there is no risk of bad debts or bankruptcy or collection 
problems. Neither is any liability assumed for loss and damage. 

Mail has transportation characteristics which render it a most de- 
sirable traffic to handle. Its uniform growth parallels the Nation’s 
business growth; the volume is regular and predictable; it follows 
regular flow and volume patterns which enable the railroads to easily 
aver what is coming and to make necessary advance placement 
of cars. 

Mail lends itself to easy loading and compact piling, It is delivered 
to the railroads in sacks uniform in size, with a maximum weight of 
80 pounds, thus making it easily adaptable for handling manually or 
by conveyors or mechanical equipment. 

No pickup or delivery service is required as is necessary for many 
freight items. Mail is delivered to and received from rail facilities 
by Post Office Department vehicles. 

The railroads are not required to operate special trains for the mail 
service; mail is carried in the same trains used for passenger-train 
traffic and much of it may be commingled in the same equipment em- 
ployed by the railroads for express, baggage, or other head-end traffic 
as may suit the railroads’ convenience. 

Railroads are not required to operate or schedule trains exclusively 
for mail traffic. They operate the mail service as an incident to the 
performance of their primary passenger-train business of transporting 
passenger traffic. Their schedules are established to meet the needs and 
requirements of their passenger service. The Post Office Department 
makes no requirements with respect to the time, the schedules, or the 
speed of mail transportation. 

The railroads may load mail traffic in any manner desired by them. 
In order to expedite the movement of the train, the railroads may carry 
a portion of the mail in later trains. They may load mail in several 
cars, although it could ordinarily be accommodated in one, in order to 
eliminate delays caused by loading and unloading from a single car. 

The major portion of mail transported can be moved by them in 
whatever type of cars they may offer to accommodate its movement. 
It may, and is, transported in standard baggage cars, express cars, 
refrigerator cars, freight boxcars and other types of equipment con- 
structed for purposes other than the transportation of mail. 

Railroad post office type of mail service is the only type of mail 
service which requires the use of specially constructed equipment and 
the number of these cars is relatively insignificant. For example, of 
the 1,790,887 cars of all descriptions in use on the United States rail- 
roads as of December 1956, only 890, or one-twentieth of 1 percent, 
are 60-foot railway post-office cars, and most of these were constructed 
a great many years ago. These figures are shown in ICC Table 21: 
Transport Statistics in the United States for 1956. 
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Mail traffic does not require elaborate or extensive installations at 
terminals such as those required for passenger traffic. The needs 
of the mail service can be met with facilities of a type used for ex- 
press, freight storage, or warehouse purposes. 

While railroad officials say to the Congress, to the Interstate Com- 
merce Commission, and in trade journals that they are being forced 
to carry the mail, yet when mail traffic is taken away from them be- 
cause the rates are excessive or their service is unsatisfactory, they 
likewise say that they are being ruined by what you have heard them 
term “massive diversions of mail.” Similarly contradictory, presi- 
dents of 2 railroads suggested 1 remedy for the railroads’ financial 
ills would be to relieve the railroads of the obligation to carry the 
mail, while another railroad president suggested that the remedy is 
to restore more mail to the railroads. 


DECLINING RAILROAD MAIL SERVICE 


For many years the American railroads have pursued the policy 
of curtailing passenger service. The president of the Pennsylvania 
Railroad filed an exhibit with you showing that the annual passen- 
ger-train-miles on his railroad had declined from 59 million in 1929 
to less than 29 million in 1956. 

This curtailment of service has, of course, adversely affected trans- 
portation of mail. Thirty years ago there were more than 10,000 
usable passenger trains available for the transportation of mail. To- 
day there are fewer than 3,000. Where at one time the railroads 


served practically every point with a post office, today, of the thirty- 
seven thousand-odd post offices, railroad passenger service is available 
to less than one-third. And to make matters worse, the remaining 
trains are scheduled to accommodate ee traffic and not the 


needs of the mail traffic. They are timed wrong and all too frequently 
they no longer stop at the smaller stations. 

It should be remembered that the peak load of outgoing mail comes 
in the late afternoon. This mail must be collected, brought to the 
post office, sorted, prepared for dispatch, and moved to the railroad 
station. Upon arrival it must be moved from the railroad station to 
the post office, distributed, and placed in the letter carriers’ pouches 
in time to start their delivery rounds by 7 a. m. Hence, the trans- 
portation service needed for mail calls for late evening dispatch at 
the city of origin and early morning arrival at destination. <A train 
arriving at 7 a. m., for example, a good time for passenger arrival, is 
hours too late for the Post Office Department. 

The reduced number of passenger trains, coupled with the fact 
that the remaining trains are scheduled to suit passenger convenience, 
has made it increasingly difficult for the Post Office Department to rely 
on the railroads for next-day delivery of mail, even between points 
where the distance is not too great and where previously such service 
vas provided. An examination of almost any timetable will prove 
this point. 

Neither is there any indication that the current decline of passen- 
ger-train service will be reversed or that it will level off. On the 
contrary, all indications point to further curtailment of such service 
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and numerous railroad officials have admitted that such curtailment 
can be expected, regardless of what we pay them to handle the mail. 

Unfortunately for the railroads, the abandonment of a passenger 
train, or even of a branch line, does not result in complete elemina- 
tion of railroad costs. Many items of common overhead continue 
whether or not equipment or service are used and, as a result, the 
unit costs of the remaining transportation service is increased. Con- 
sequently, the Post Office Department is faced with railroad demands 
for more and more money for less and less service. The point has 
now been reached, from the standpoint of both rates and servi ce, 
where the railroads are becoming unable to compete with the Na- 
tions expanding truck and airline industries. 

When the eastern and southern railroads filed applications for m- 
creases in 1956, the Department felt compelled to initiate a stu:ly 
to determine: (1) How much these carriers are paid annually for 
transporting mail; and (2) how much could be diverted to highway 
transportation, yielding as good as or better service and at no greater 
cost than the present cost via rail. 

The results from this study show that volume responsible for ap- 

roximately 50 percent of the revenue which the Department is pay- 
mg these railroads at existing rail charges could be diverted to high- 
way media offering equal or better service and at a lesser net cost to 
the Department. 

Senator Scuorrret. I don’t know whether the gentleman desires io 
be interrupted. If you have no objection, I w ould like to ask you ut 
that juncture whether the results of this study were made available 
to the railroads ? 

Mr. Srepre. Yes, sir; it was part of our presentation in the Rail- 
way Mail Pay case. 

_beeoreah Scuoepret. I see. All right. 

Mr. Stevie. Next, the Jacksonville incident. 

In our letter of January 17 addressed to this committee, we took 
exception to the statement of the president of the Atlantic Coust 
Line, that his company was fined because of its inability to handle 
mail “suddenly dumped upon the railroad” because of the grounding 
of several airlines. We pointed out that the occurrence had nothing 
whatever to do with grounding of planes or the transportation of 
airmail, but rather with an accumulation of surface mail consisting 
largely of Christmas-time parcel post. This prompted the gentle- 
man to write Senator Smathers and this committee on January 24, 
quoting figures in support of his allegation that airmail was to blame. 
He wrote and I quote: 

During the bad weather period December 3 to December 24 there was such 
an increase in the volume of mail that for the whole month of December there 
was an increase of 11,093 feet, or 7.79 percent over the same month in 1955. 
This is approximately 185 cars. This increase for the entire month was a 
result in the increase during the bad weather period indicated. 

The 11,093 feet increase mentioned was a total of all classes of 
mail for all 4 roads using the Jacksonville terminal and not only the 
Atlantic Coast Line. 

By the same token, these figures were almost entirely for bulk mail 
which never was tendered to the airlines. There was no airmail, 
per se, trained during that period, namely, December 4 to December 
24, but there were 1.943 pouches of airlift mail trained. 
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Translating the latter into feet on the basis of 15.8 pounds to a foot, 
the trained airlift mail amounted to a total of 123 feet and none of this 
required RPO cars for its transportation. 

Our records show that all the railroads (not only the ACL) serving 
Washington and Jacksonville were tendered airlift mail on 17 of the 
20 days of the period mentioned. On an average per-day basis, this 
would be 114 pouches, or 7 feet of mail. Consequently, it is evident 
that an average increase of 7 feet of trained airlift mail a day did not 

‘ause the congestion at Jacksonville. It would not have done so even if 

all of the trained airlift mail had been moved on a single day (which 
it was not). For the entire total of 123 feet would only have amounted 
to 2 cars. 

May I repeat, the accumulation in Jacksonville in 1956 consisted 
of bulk mail that is always moved by surface; the congestion resulted 
from inadequate rail facilities, insufficient rail working force, and not 
too good advance planning on the part of the four railroads using 
that terminal. The total increase of 7.79 percent over 1955 that the 
president of the Atlantic Coast Line stresses was not unusual for the 
Christmas holiday mail. Florida has been growing steadily in popu- 
lation. In 1957 the increase over 1956 was 4.68 percent and it was 
handled without incident. The fact that an increase of 12.8 percent, 
1957 over 1955, was handled without incident, while an increase of 
only 7.8 percent, 1956 over 1955, caused trouble, further emphasizes 
the railroads’ shortcomings in 1956. 

Barring strikes or a prolonged spell of bad weather, there are 
very few instances where we need to tender airlift mail to the rail- 
roads. But even so, serving in an emergency is not a one-way street. 
Bad weather has led to the airlines, in turn, serving on a standby 
basis. They have taken over and handled surface preferential letter 
mail when floods prevented rail and highway operations in New Eng- 
land, the South, and the Southwest. They did the same when water- 
front strikes interfered with the surface transportation of interna- 
tional mail. Last month, when winter eeaiaiian much of the 
ground transportation in the eastern section of the United States, the 
airlines on 3 different days airlifted as an emergency 327,939 pounds 
of surface letter mail. Incidentally, that was more mail than we 
tendered the railroads in the 20-day period of December 1956 cited 
by the president of the Atlantic Coast Line, and the airlines handled 
it without a hitch or complaint. 

In conclusion, the Post Office Department’s first responsibility is 
to deliver the mail. While cost is of importance, service is paramount. 

Traditionally, the Post Office Department has employed the fastest 
means of dispatch. Historically, it has changed from one media to 
another as new forms of transportation developed. With the advent 
of the railroads, mail, by the railroads’ own choice, became part of 
passenger train operation. This proved satisfactory as long as pas- 
senger trains served practically all points of consequence. 

The gradual reduction in passenger-train schedules has under- 
standingly occurred because passengers have chosen to divert their 
patronage to other means of transportation rather than because of 
the Post Office Department’s diverting the mail. When a train is 
discontinued, or a schedule changed to eliminate certain station stops, 
or altered so that continued use of train adds 24 hours to delivery 
time, we have no alternative but to seek other means of transportation. 
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_ Coupled with the reduced passenger-train service is the mail-de- 
livery problem posed by expansion and opening of communities not 
served by rail. 

The Post Office Department has had many years of satisfactory 
and beneficial association with the railroads. This relationship 
should continue. There are not problems that cannot be resolved by 
cooperative action. Their prosperity contributes substantially to the 
economic welfare of the Nation in times of peace and they have dem- 
— their value from the standpoint of national defense in times 
of war. 

They are the backbone of our transportation system. To continue 
so they need to be financially able to modernize their plant equipment 
and facilities to the same extent as have other industries. Moreover, 
they should be in position to compete on equitable terms in a business 
where they no longer enjoy a monopoly. Granted this, we are con- 
fident they will develop means for providing satisfactory service, 
including mail to replace that lost through the discontinuance of 
passenger trains. 

Senator Smaruers. All right, sir. Senator Bricker, do you have 
any questions? 

nator Bricker. No questions. 

Senator Smaruers. Senator Schoeppel. 

Senator Scuorrret. I only want to say that this is a very en- 
lightened discussion of some of the problems that were presented in 
some of the hearings, and I think I have attended all of them with 
the exception of the last few days when I was compelled to miss some 
of them. I am particularly interested in what you have to say about 
the relationship of reduction in the passengar trains with relation 
to > scheduling of mail to keep your mail on schedule as you try 
to do. 

I was listening to you, and noted here and in the newspapers during 
the last several weeks, in fact the last 2 months, about the retirement or 
discontinuance of a number of passenger trains from, say, Washing- 
ton to New York. That, of course, will present for you additional 
problems for delivery of mail, or will it? 

Mr. Srepiez. Yes, sir; it will. 

Senator Scnorrret. And that is one of the natural things that you 
have to meet in your Post Office Department matters? 

Mr. Stevie. That is right. 

Senator Scuorrre.. I understood in some of the other testimony, 
in some of the answers where I have asked questions, where you have 
the complaint where the trucks, the over-the-road trucks operations 
have been obtaining some of these mail contracts. 

As I understand it, you offer to the railroads—if the railroads have 
been previously handling that mail—the first opportunity to handle 
that mail? 

Mr. Stevie. Yes, sir. 

Senator Scuorpren. And that has always been done, has it not? 

Mr. Stevie. Yes, sir. 

Senator Scnorrret. Thank you. 

Senator Smatuers. Senator Lausche. 

Senator Lauscue. Yes, I have a question ortwo. That is, it is your 
conviction that the abandonment of railroad service or passenger 
service has hurt the railroads in their desire to carry mail? 
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Mr. Stevie. Yes, sir. 
Senator Lauscue. Hurt them in achieving their desire to carry mail. 
Mr. Srepie. And meet the needs of the mail service; yes, sir. 
Senator Lauscue. Every time they take off a passenger train they 
are likely to weaken their ability to meet your schedule of efficient 
delivery of mail? 

Mr. Petane. That is correct. Every time that they take off a pas- 
senger train, two things happen. They pull the rug from underneath 
us on some mail service, and they do practically the same thing on 
some express service, because express, mail, and passenger all go 
together. 

Senator Lauscue. Now, the interesting phase is that you are of the 
belief that by abandoning passenger service, they do not make a 
saving of all that it would seem to imply because they still have over- 
head and fixed charges. You made some mention of that, did you not? 

Mr. Stepiz. Yes, sir. You might find this interesting: About one- 
half of the railroad mileage, that is road mileage and not track mileage, 
in this country, no longer has passenger trains running on it. Now, 
let’s take a look back. Thirty-five years ago that was true of only 
4 percent of such railroad mileage. Going back just 23 years, when 
the passenger automobile has become more of a factor, it was true 
of only 10 percent of the rail trackage. 

Senator Lauscne. Now, the interesting aspect is that you seem to 
indicate that they ought to continue this service where practically 
every witness representing competitive modes of transportation con- 
demns the railroads for the extent to which they are carrying their 
passenger service. 

Mr. Stepix. Senator, we feel that either they should take care of our 
— on passeenger trains, or create and offer some substitute service 

or it. 

Senator Lauscur. Now, have they ever offered a substitute service 
by way of truck or otherwise? 

Mr. Srepie. Oh, yes. As I say, we are paying them a million dollars 
a year for handling mail on highways where they have substituted 
trucks ; yes, sir. 

Senator Lauscue. All right. Now, then, on page 11 you make the 
statement : 

The fact that the present level of mail pay rates is pricing the railroads out 
of the market is no secret from the railroads. In an ever-increasing number of 
instances railroads are voluntarily entering into agreements with the Department 
to transport mail at rates below those established by the Interstate Commerce 
Commission in order to meet competition and hold the traffic. 

I take it by that you mean that the competitors of the railroads can 
deliver at a lower rate; is that correct? 

Mr. Stevie. That is right. 

Senator Lauscue. And you, in the fulfillment of your genuine ob- 
ligation to the taxpayer, have to choose that mode of transportation 
which will be least costly and equally efficient with others? 

Mr. Srepte. That is correct. 

Senator Lauscue. So the railroads take this carriage at a cost. less 
than is allowed by the Interstate Commerce Commission, and at a cost 
that produces a loss to them in order to keep it; is that correct? 

Mr. Srepie. Well, I don’t know whether it produces a loss, Sena- 
tor, but I do know they take it at a figure lower than the ICC rates. 
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Senator Lauscue. And that is because they have the competition 
of either the truck carriers or the air carriers / 

Mr. Sreptx. That is right. It is usually the truck carriers. 

Senator Lauscue. Now here I am not taking exception with what 
you said, Mr. Siedle. 

Mr. Stepue. No; I understand. 

Senator Lauscue. But one of the witnesses for. a competing mode 
of transportation said that the railroads ought to discontinue taking 
any type of transportation for which they “didn’t get compensation 
that remunerated them for their costs. 

Now, I just want to see here. I am quoting now the testimony of 
Mr. Perlman, on page 20 of his document. He said: 

First the ICC set rates for rail handling and transporting the mail, which 
are supposed to be fair and reasonable on the basis of efficient performance, but 
these rates are not binding on either the railroads or the Post Office. They can 
be changed either up or down by the contract for particular movements. 

That is correct, is it not ? 

Mr. Stepte. That is correct, yes, sir. 

Senator Lauscue. “In practice they are usually adjusted down- 
ward.” That is correct, is it ? 

Mr. Stepte. That is right. 

Senator Lauscnr. And they are adjusted downward because the 
railroads, in order to meet the competition of other carriers, are 
compelled to do so? 

Mr, Siepie. That is right. 

Senator Lauscue. I think that is all I have in mind. 

Senator Smatuers. Now, Mr. Siedle, you say that there is no com- 
pulsion, is that right, on the part of the Postmaster General in re- 
quiring these people to have cars—RPO cars, baggage cars and every- 
thing—when you call on them? 

Mr. Smmptx. There is in the statute a requirement that they do that. 
But what I tried to make clear, Senator, was that we are not taking 
advantage of that requirement. 

Senator Smatrurrs. Then you would be perfectly agreeable to elimi- 
nating that section from the statute, would you not ? 

Mr. Stepie. That is something I would want to 0, think about, Sena- 
tor, and not answer you today. I can see some- 

Senator Smatiers. The only thing I say—you say you don’t take 
advantage of it, it is of no use to you, so why don’t we just eliminate 
it. so that the compulsive features are out of it? 

Mr. Srepte. What we need obviously is a means of transporting 
mail. What I have been trying to say is that we feel that all forms 
of transportation should be, as they are today, required to transport 
the mail. The only exception is the motor carrier. 

Senator Smaruers. And you require them by penalty under law? 

Mr. Srepie, We have the right to do so; yes, sir. 

Senator Smatuers. That is right. Now, do you think that that 
same requirement should be put against the truckers ? 

Mr. Srepte. I think that the truckers should be required to carry 
the mail in pretty much the same way as the railroads are required ; 
yes, sir. 

Senator SmatuHers. So then in fact you do believe in compulsion ? 

Mr. Siepie. Insofar as carrying the mail is concerned, yes, sir. 
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Senator SmatHers. So then concerning your first statement, that 
there is no compulsion, you are now saying that that is wrong and you 
do believe there should be this compulsion ? 

Mr. Stepte. Well, is it compulsion or is it requirement ? 

Senator Smaruers. Well, it hangs over them, doesn’t it, as a threat ? 

Mr. Srepie. Yes, sir. 

Senator SmatTHers. How much money have you people collected in 
the last 5 years on these fines, where you have fined some railroad ? 

Mr. Stevie. I couldn’t answer you that, Senator. I know it is not 
a very substantial amount. 

Senator SmaTHers. Has it been $50,000 or a hundred thousand ? 

Mr. Srepte. As a total, I would say it is $50,000, possibly, yes. 

Senator Smaruers. So that means at $1,000 fine, you get $50,000. 

Mr. Stepie. We have never fined any railroad more than $1,000. 

Senator Smaruers. You fine them more than that ? 

Mr. Srepie. No, sir, unless there is a number of instances—— 

Senator SmarHers. In other words, you only fine them where you 
think they are wrong ? 

Mr. Stepie. When they have unnecessarily delayed the mail. 

Senator Smaruers. So this bill when you say, “I do not know of a 
single instance to add equipment,” and so on. Now, as a matter of 
fact you have fined them ? 

Mr. Stepix. Not for that, sir. 

Senator SmaTHers. And you do require them to meet certain de- 
mands which you make upon them ? 

Mr. Srepte. We have never fined them for not taking mail on a 
certain train or maintaining a certain service. 

Senator SmarHers. What have you fined them for, then, sir? 

Mr. Steptx. When they unnecessarily delay the mail. When they 
leave it lay around for hours. 

Senator SmaruHers. Don’t you say in your statement, “ * * * inno 
instance have we compelled them to add a train, change a schedule, 
or anything of that nature’? You say here, we let them do it when 
they want to doit. 

Mr. Stevie. That is right. 

Senator Smaruers. But you fine them for not doing it ? 

Mr. Stepie. When they delay the mail, when they actually have 
the mail and do not handle it promptly through one of their stations 
or at some transfer point. 

Senator SmaTuHers. So you let them do anything they want to do, 
as long as they comply with your request ? 

Mr. Stevie. No, I wouldn’t put it that way, sir. 

Senator SmatHers. That is what it amounts to. 

You would admit that this is compulsion ? 

Mr. Srepte. I would say there is a requirement, yes, sir. 

Senator Smatuers. All right. Now do you admit that the stand- 
ards which you have with respect to the railroad are different from 
the standards with which you operate with regarding the truckers ? 

Mr. Stepix. Yes, sir? 

Senator SmatrHers. Now then, how do you justify your statement 
that you want them to be treated equally, as you do in your last sen- 
tence, “We want them to have equitable treatment * * * on equity 
terms.” That is what you favor? 








. 
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Mr. Sieve. Yes, sir. 
Senator Smaruers. Do you favor that really ? 
Mr. Strepix. We need truck transportation, and we need some 


way—— 

Sesiatet Smatuers. That is not what I want to ask you. I want to 
ask you, do you admit that the operation which you have with the 
railroads is different from that which you have with the trucks? You 
admit that. Do you think they should be brought in line, that we 
should start penalizing the truckers ? 

Mr. Srepte. I am not thinking in terms of penalty. I am thinking 
in terms of requiring them to handle the mail. 

Senator Smatuers. But if you require them to handle the mail, and 
they don’t do it, then, of course, your can fine them ? 

Mr. Srepize. Well, Senator, we can do the same thing with the air- 
lines and the steamship lines. 

Senator Smaruers. But my question still is: Do you then think 
that we should amend the law to put the railroads on the same basis 
as the trucks or not? 

Mr. Sreptz. I do not think the railroads should be placed on the 
same basis as the trucks today. I say the trucks should be placed, 
rather, on the same basis as the railroads. 

Senator Smatuers. In other words, what you favor is to put the 
trucks in the same requirement position, where you can fine them, as 
you can now fine the railroads? 

Mr. Sreptz. Well, Senator, we don’t think in terms of fining, we 
think in terms of transporting the mail. 

Senator Smatuers. I understand that completely. But the fact of 
the matter is that you do fine them. 

Mr. Srepitz. Understand, Senator, today we can’t use a common 
motor carrier, go out and use him, engage him just like any other 
shipper of freight. We must under the law ask for bids, advertise 
for bids, and we must award the contract to the lowest responsible 
bidder. It isa very cumbersome procedure. 

Senator Smatuers. Now, in this Jacksonville case that you talk 
about, why did you fine them down there ? 

Mr. Srepix. Because they had delayed some of that mail many days 
and all of our pleas for them to move it were of no avail. 

Senator Smatuers. Why did they delay it? 

Mr. Sreptz. Well, they didn’t put on enough labor, they didn’t have 
the proper handling facilities. It is something that has been dis- 
cussed with the railroads in Jacksonville for years, about more 
mechanical equipment, something to move the mail more promptly. 

Senator Smaruers. In other words, they didn’t have enough cars, 
either, did they? 

Mr. Stevie. Well, the cars were there. They were backed up in 
the yards and weren’t being worked, that was the problem. 

Senator Smatuers. In other words, you fined them for not being 
ready to meet your demand when you made the demand on them? 

Mr. Stevie. I wouldn’t say it was that way. 

Senator Smatuers. Is that an incorrect statement ? 

Mr. Srepiz. I would say that they did not anticipate, as they very 
well know the heavy load that comes in at Christmastime, they didn’t 
anticipate it by having enough labor there. 
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Senator Smatuers Mr. Siedle, I happened to be in Jacksonville 
most of that time and I know, as a matter of fact, that the airlines 
were not running in and out. It was the beginning of Florida’s bad 
weather, I regret to say. And I have reason to know, as I say that the 
airlines were not running in and out of there, and it would seem to 
me that the explanation of the president of the Atlantic Coast Line 
was rather logical, that that was what caused this pileup of this mail. 
Actually it was Christmastime and airlines were not able to get in 
and — and carry the ordinary mail and your people made a demand 
on them. 

Now, in order to have met the demand which you made on them, 
they would have had to keep additional personnel, as you say, not only 
to handle the mail but also to handle the cars, and they also would 
have had to have additional cars there. So what I am driving at is 
that—do you think that the Post Office should require the railroads to 
run what amounts to them an uneconomical operation in order to meet 
the demands when and if you people make them ? 

Mr. Stevie. Senator, as I tried to point out by figures taken from 
our own records, all the mail that they received because of the inability 
of the airlines to handle it, all the entire total only amounted to 2 car- 
loads, and that was spread over 17 days. It was just letter mail. It 
wasn’t what we call bulk mail, parcel post, that which comprises the 
big part of the Christmastime movement. It was mail that never was 
put in the air, never would be put in the air. 

Senator Smatuers. Can you get for this committee the total amount 
of fines which you people have levied against the railroads in the last 
5 years for the nondelivery of mail? 

Mr. Srepue. Yes, I can. 

Senator Smaruers. How soon do you think you can get that for us? 

Mr. Srepte. I would say within a few days. 

Senator Smatuers. You don’t know it now? 

Mr. Sreptz. No, sir, I do not. 

Senator Smatuers. You don’t want to guess as to how much that is? 

Mr. Srepix. No, sir. 

Senator Smatuers. You don’t want to estimate how many railroads 
are involved ? 

Mr. Stevie. No. 

Senator Smatuers. You know, though that it is more than one? 

Mr. Srepie. Yes. I could give you, too, if you wish, the fines that 
we have levied against the airlines, if that might be of interest. 

Senator Smatuers. I think that would be of interest. Now, you 
say that you want the railroads to carry the mail at the same rate 
that the trucks carry it. 

Mr. Srepiv. At the same rate? 

Senator SmarHers. You want them to carry it at the same rate, 
do you? 

Mr. Srepie. No, sir. 

Senator Smarners. Do you want the railroads to carry it at a less 
rate than the trucks carry it? 

Mr. Srevte. I want them to carry it as the law requires, at what the 
Commission says is a reasonable rate. 

Senator Smatuers. Is that a less rate than the trucks carry it at? 

Mr. Stepiz. I don’t know. 
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Senator Smaruers. I thought you said you wanted to be equitable. 

Mr. Stevie. I do know this, that the truck rates invariably are lower 
than the rail rates when we turn to truck, which rates are secured 
through the medium of bids. 

Senator Smaruers. When was this law put on the books, 1916? 

Mr. Stepte. For the bidding ¢ 

Senator Smaruers. Yes. 

Mr. Stepie. Oh, Senator, that is long before my time. It is the old 
star route law, it goes back many years. 

Senator Smatuers. Do you think conditions have changed any 
since it was put on the books ¢ 

Mr. Srepie. Yes, sir. 

Senator SMaruers. You testified you didn’t think this law ought 
to be amended in any way. Do you think that the Congress, if condi- 
tions have changed, that they should look at it and change it to meet 
present conditions ? 

Mr. Suepte. I didn’t know that I had talked about the star route 
law, Senator. 

Senator Smatuers. Well, do you think this transportation law, the 
Railway Mail Service Act—when was that put on ? 

Mr. Barton. July 28, 1916. 

Mr. Sieptz. That is the Railway Mail Pay Act. 

Senator Smaruers All right. Do you think conditions have 
changed since then ? 

Mr. Srepie. Yes, sir. 

Senator Smaruers. Do you think that if conditions have changed 
that Congress should look at those changed conditions and try to 
make the law fit the changed conditions ¢ 

Mr. Stepte. Yes, sir. 

Senator Smatuers. You would be for that; wouldn’t you? 

Mr. Stepte. Yes, sir. 

Senator Smatuers. So that when you say you don’t want these laws 
changed, in fact it is all right with you if we do change them? 

Mr. Srepte. I don’t know that I said I didn’t want them changed. 

Senator Smatruers. I thought you said in the first part of your 
statement that you were not in favor of changing this ion particu- 
larly. In any event, don’t let’s waste time, if I have misquoted you, I 
am sorry, I take it all back. But you agree that we should look at this 
thing in the light of prevailing conditions ¢ 

Mr. Stepix. Yes, sir. 

Senator Smaruers. And try to eleminate whatever inequities that 
we think exist, don’t you think that is proper ? 

Mr. Stevie. That is right. 

Senator Smaruers. And it is perfectly agreeable with you if we do 
that ? 

Mr. Stepte. That is right. 

Senator Smatrurrs. Thank you. 

Senator Scnorerer. I would like to ask Mr. Siedle one question 
here. 

I take it that you keep an accurate log of all of your mail operations 
as to poundage and as to tonnage, do you not? 

Mr. Stevie. We can't keep it too accurate on poundage, sir. In- 
sofar as the railroads are concerned, that is, because there we deal 
on a measurement basis. 
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Senator Scuorrret. Yes, but as a measurement basis you keep a log 
as to that basis? 

Mr. Stepix. That is right. 

Senator Scnorrret. And this is readily available to you and to any- 
one else who might question a movement of mail; is that not true? 

Mr. Stevie. That is right. 

Senator Scuorprent. And on that basis you established what hap- 
pened at Jacksonville, Fla. ? 

Mr. Stevie. Yes, sir. 

Senator ScnHorrreL. Now, going to the question of these fines, and 
I was somewhat taken aback I confess to you when I heard that testi- 
mony on the part of that railroad pr esident, hence I am glad that you 
have cleared that up in the manner in which you have. But now, do 
you as a matter of equity and fair dealing with the railroads, and that 
department of the railroads that handles your mail, before you go so 
far as to register a complaint or insist upon a fine being established 
and actually levied, do you take those matters up with the proper 

‘ailroad authorities, before you so move { 

Mr. Stepie. Yes, sir, we give them every opportunity to justify 
what happens or give us an explanation which will enable us to waive 
the fine. 

Senator Scuorrren. And did you do that in the Jacksonville case ? 

Mr. Stepie. Yes, sir. In the Jacksonville case I know it very well 
because the recommendations of the region was a very, very severe 
fine, much heavier. Some of the railroad representatives sat in my 
office and we discussed’ it. They admitted that they didn’t have the 
labor. they should have mechanized their handling facilities down 
there years before and they said, “We are going to do it, but can’t 
we get together on some kind of adjustments on this fine?’ And the 
fine figure, the total figure that was finally set upon was a matter of 
agreement and they said they felt it was very fair. 

Senator Scrorpret. The reason I am asking you these questions is 
because I wouldn't want any misconception to get out that it was an 
arbitrary matter on the part of the Postal Department in relation to 
the mail service handled by these railroads, or this particular railroad. 
So I take it from your explanation that you gave them every oppor- 
tunity to discuss it. as you say, and the matter ultimately of the final 
fine—I will say. negotiated ; is that a fair word ? 

Mr. Stepue. That is correct. 

Senator ScuorpreL. And they have agreed to it / 

Mr. Siepir. They agreed to it, and ‘at a considers ably lower figure 
than was originally pr oposed. 

Senator Scuorrrer. Thank you. 

Senator Smaruer. Let me ask you this question right there: They 
had to agree to it, didn’t they? Do you know of any prisoner that is 
put on pr robation or fined a smaller fine that doesn’t have to agree to it? 

Mr. Srepie. I guess you are right on that. Senator. 

Senator SmarHers. How many times have you fined the trucks? 

Mr. Stevie. Well, we don’t fine the common carriers, because we 
can’t use them. As for the star-route carriers, which are trucks, we 
fine them: yes, sir. 

Senator SMatruers. I am talking about the common-carrier trucks; 
how much have you fined them ? 











1782 PROBLEMS OF THE RAILROADS 


Mr. Sreptez. Well, I guess I am not getting my point over. We 
— use the common carriers, Senator, unless we have a contract with 
them. 

Senator Smarners. All right. Now, if they break the contract, can 
you fine them? 

Mr. Srepte. Yes, sir. 

Senator Smatuers. You can fine them? Is there a criminal pen- 


alty—— 

Mr. Srepiz. That is part of the contract; that is part of the contract 
we negotiate with them. 

Senator Smarners. You can negotiate a contract which will permit 
you to enforce a criminal—what amounts to a fine against a truck? 

Mr. Sreptz. When we advertise for bids, we specify the kind of 
service we want. 

ae Smaruers. Do you people have legislative authority over 
there 

Mr. Sreptz. No. We specify the kind of service we want, and that 
becomes part of the contract. When a contractor fails to live up to 
the requirements of that contract, we fine him. 

Senator Lauscue. Is it a liquidated damage, or what do you call it? 
Pardon me for interrupting. Is it called a fine? 

Mr. Srepiz. Yes; it is called a fine. 

Senator SmatuHers. Has it ever been tested in court ? 

Mr. Stepte. I don’t know that it has; no, sir. 

Senator Smatuers. Have you ever fined them? 

Mr. Srepte. Yes, sir. 

Senator SmatHers. Can you give us the amount of fines that you 
levied against them ? 

Mr. Sreptz. The star-route carriers; yes, sir. 

Senator Smatuers. All right. Do you have any further questions? 

Senator Lauscue. Yes. I am not familiar with the mode in which 
the rates you pay to the airlines are fixed. Would you mind telling 
me how you reach the rate of charges that you pay to the airlines for 
carrying mail ? 

Mr. Srepiz. They are fixed by the Civil Aeronautics Board. 

Senator Lauscue. The Civil Aeronautics Board fixes the rate, and 
you are obliged to pay that rate? 

Mr. Srepiz. That is correct. 

Senator Lauscne. With the railroads, the Interstate Commerce 
Commission fixes it. But if that rate is too high and you can get a 
lower rate from the trucking industry, you go to the trucking industry, 
after first having given the railroads two chances to meet the price of 
the trucking industry ; is that correct ? 

Mr. Srepie. No; we don’t go to the trucking industry, sir. We ad- 
vertise then for bids. 

Senator Lauscue. And if those bids are lower than the rate fixed 
by the Interstate Commerce Commission, you give it to that lower bid ? 

Mr. Srepiz. That is correct. 

Senator Lauscue. And I don’t disagree with you; I think that is a 

d public business. But you do give the railroads two opportun- 
ities to meet that bid if they can render services that are as efficient. 

Mr. Srepiz. That is correct. 

Senator Lavuscue. All right. Now, then, with the airlines, the 
Civil Aeronautics Board, when it fixes the rate, I understand that it 
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must include that rate in the amount sufficient to guarantee an over- 
all profit for those airlines in their complete operation; is that correct ? 

Mr. Stevie. I believe that it is, sir. 

Senator Lauscne. So, in fixing the rate that you have to pay on the 
mail, not only are you charged the direct services in the handling and 
transporting of the mail, but, also, such moneys as are needed to 
guarantee an overall profit for that airline? 

Mr. Srepie. Yes, sir. 

Senator Lauscue. That is quite a marked difference, isn’t it, be- 
tween what you, under the law—I am not blaming you—are required 
to pay the railroads and what you pay the airlines? 

fr. Srepue. Yes, sir. 

Senator Lauscuer. Does that amount which is paid to the airlines 
run into substantial figures, to insure that they have an overall profit ? 
Mr. Srepue. I couldn’t answer you onthat. I don’t know. 

Senator SmarHers. One more question, Mr. Postmaster. Under 
the law I read here, which says: 

All railway common carriers are hereby required to transport such mail matters 
as may be offered for transportation by the United States in the manner and the 
conditions and with the service prescribed by the Postmaster General. 

Now, is that the kind of provision that you want to put in the law 
with respect to the truckers? 

Mr. Srepie. Yes, sir. 

Senator SmarHers. And yet you say that you don’t want any com- 
pulsory features about it? 

Mr. Srepte. There is just a difference of opinion between compul- 
sory and requirement, Mr. Senator. 

Senator Smaruers. It says over here in the next sentence: 

It shall be unlawful for any railroad company to refuse to perform mail serv- 
ice at the rates or methods of compensation provided by law when required by 
the Postmaster General so to do. 

Mr. Srepie. I think you will find somewhat the same provision in 
the Civil Aeronautics Act. 

Senator Smatuers. All we are seeking here—we are taking your 
own words—we want equitable terms, and we are just trying to find 
out how we can get equitable terms. 

Mr. Stepte. I won’t quarrel with you on that. 

Senator Smaruers. All right. 

Mr. Barton. You mentioned that you could not, under the law now, 
use common motor carriers; that is correct, isn’t it ? 

Mr. Stepte. That is correct. 

Mr. Barton. Have you been talking with the motor carriers for 
some time about ways and means of changing the law under which 
you could use them ¢ 

Mr. Stepte. Yes, sir. 

Mr. Barton. Have you arrived at any decision as to what could 
be done in the way of amending the law to provide for such service? 

Mr. Siepie. I rather ischial a question from the Senator on that 
score, because he indicated his interest the last time I 

Senator Smaruers. If you like, I will ask that question. I wilt 
claim parentage of it. [Laughter.] 

Mr. Srepie. I would like to touch on that a bit, if I may, and 
read the statement I prepared, Senator. There is a need for the Poss 
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Office Department to be in position to make on-the-spot decisions 
and use highway a on a when, as, and if needed basis. 
Appreciating this, we have been conferring with highway common 
carriers for the past couple of years in an attempt to determine and 
agree noe the kind of legislation that should be suggested to Con- 
gress. In this way we would not burden the Congress with recon- 
ciling differences of opinion. Unfortunately, the carriers differ 
among themselves. 

While the Post Office Department is continuing its efforts to have 
all groups join in finding common ground, one group, known as the 
Regular Common Carrier Conference, has chosen to proceed on its 
own and has sent to you, as well as to other Memebrs of Congress, 
its concept of legislation. I am advised that this legislation is unsat- 
isfactory to such other carrier groups as the Contract Carrier Con- 
ference, the Local Cartage National Conference, and the Film Carrier 
Conference. It likewise, after a preliminary examination, is unsatis- 
factory to the Post Office Department on numerous counts. It is 
selective and restrictive. It would classify mail as freight and in- 
volve the pricing of its transportation with all of the statutory pro- 
visions relative to the filing of tariffs, require us to maintain vol- 
uminous tariffs all over the United States, attend countless public 
meetings where rate adjustments, even of a local or regional nature. 
have been docketed for discussion, and oblige us to add many skilled 
freight-rate clerks to our headquarters and regional staffs. 

Possibly you can better understand our concern when I quote some 

res secured from the Motor Carrier Division of the ICC. The 
latter tells me that there are more than 17,000 public highway car- 
riers that would be eligible for transporting mail, and that tariffs 
filed in 1957 totaled 108,000. 

Now, we have thirty-seven-thousand-odd post offices that serve every 
point in the United States. We need to have scattered throughout 
the country copies of every motor carrier tariff published that would 
have a bearing on what we paid for the transportation of mail. 

We would need to keep those tariffs current, supplements and 
reissues would be received to some of them daily. And I can speak 
from experience with industry, what it means to keep a mere 2,000 
tariffs current, let alone work them. Hence, I cannot help shudder- 
ing when I visualize 108,000. The suggested legislation calls for a 
cumbersome procedure which could readily be avoided in the case of 
mail. 

Summed up, what we hope for is an additional procedure by which 
the Postmaster General is permitted to procure transportation by 
highway without impairing the existing methods. We thope also 
that any such additional procedure be as simplified as possible. 

We believe legislation, as I said before, patterned after the Rail- 
way Mail Pay Act would be appropriate, and that rates could be on 
a per-pound and a distance basis, similar to that used on parcel post. 

r. Barton. Do you intend to submit appropriate law that would 
be satisfactory to the Post Office Department ? 

Mr. Srepiz. We are still working with the motor carriers, hoping 
that we can get together with them on some kind of a law. 

Mr. Barron. Thank you, sir. 

Senator Scnorpret. I would like to ask one other question, Mr. 
Chairman. Frankly, I should know this, but I do not. 
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Do you file in the Federal Register, or are you required to file in 
the Federal Register, which of course is the matter and means of 
notice, any of your rules and your regulations with reference to 
handling mail? 

Mr. Srepie. We do. 

Senator Scuorrre.. Therefore, and by that method, then, anyone 
interested in what the rules and the regulations are, have at their own 
disposal or their own convenience, the Federal Register with refer- 
ence to that, then ? 

Mr. Sreptz. That is right. 

Senator ScHorrre.. Thank you. 

Senator Lauscue. I think it would be very helpful to get a clarified 
picture of the equality of the position of the railroads, let’s say, with 
the airlines, or their oe by getting the figures which will show 
what it is costing the Postal Department to pay the inescapable rate 
fixed by the Civil Aeronautics Board, which rate includes not only 
the cost of carrying your mail, but also includes the moneys needed 
to guarantee an overall profit. 

ould you supply us with those figures on what you calculate to be 
the actual cost of carrying your mail and what part of the rate 
charged was burdened upon you in order to guarantee a profit to the 
airlines ¢ 

Mr. Srepie. Senator, if we have those figures in our department, 
I will be most happy to get them. 

(Following is a letter and attachment subsequently received from 
the Assistant Postmaster General.) 


Post OFFICE DEPARTMENT, 
ASSISTANT POSTMASTER GENERAL, 
BUREAU OF TRANSPORTATION, 


Washington, D. C., April 11, 1958. 
Hon. Grorce A. SMATHERS, 


United States Senate. 


Dear SENATOR SMATHERS: During the course of my testimony before your sub- 
committee on surface transportation, you expressed concern with the obligations 
of railroads in transporting mail, and the authority of the Postmaster General 
to impose fines upon the carriers. 

In addition to supplying the specific information requested as to the amount of 
fines imposed upon rail, air, and highway carriers which are shown in the tables 
enclosed, permit me to explain briefly, in further clarification of my testimony, 
certain features of carrier obligation, and the Postmaster General’s authority 
with respect to fines. 

In citing the statutes which compel them to carry mail, and which empower 
the Postmaster General to fine railroads for certain failures or delinquencies in 
transporting mail, the railroads seek to create the impression that these are 
extraordinary and uniquely burdensome features for which there is no parallel 
in transportation. Yet when we examine their actual purpose and effect, it 
becomes very clear that they are not unique, and without these provisions which 
Congress wisely enacted, our postal service would be placed in a position in- 
ferior in fundamental rights to every freight shipper, and every passenger who 
seeks to obtain the services of rail common carriers, or who uses their services 
and has just cause for complaint. 

The need to assure that the right to procure transportation, obtained equally 
to the Postmaster General has been recognized by Congress in each instance 
where the successful operation of our Nation’s postal service became obviously 
dependent upon the everyday availability on a continuing basis, of large common- 
carrier operations. This is the case with railroads, whose services many years 
ago became the backbone of our mail-transportation system. The same is true 
of steamships and of airlines, whose services must be used if our Nation’s mail 
needs are to be met. 
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Consequently, just as always has been the case wtih shippers of freight, and 
with passengers, rail and air common carriers have become obligated by statute 
to accept postal shipments when tendered, at rates determined in accordance with 
law to be fair and reasonable and fully compensating for the services performed. 

So also, as in the case of freight shippers, and passengers, the law has required 
that all carriers of mail be answerable for their delinquencies in performing the 
service for mail. Damages resulting to the goods of shippers, from the fault of 
the carrier, whether it be from delay, loss, or physical damage to the shipment, 
or even from refusal to carry, are recognized by law and remedial action provided. 
In fact, in many instances, the liability of the carrier is that of an insurer. 

To provide a means by which the carriers should be made to answer for their 
deficiencies in meeting their mail obligations, justly imposed, and with provision 
for just compensation, the Congress resorted to the fining procedure. That this 
was the only practical way is at once obvious when we consider the nature of 
the postal service, and the responsibility of its officers for providing the most 
expeditious service reasonably attainable for letter mail. 

In holding that the Postmaster General properly exercised his statutory author- 
ity to fine a contractor, the Court of Appeals held in Parker v. United States 
(26 Ct. Cl. 344, 358 (1891) ): 

“* * * When any contractor fails to perform, he of course loses his right to 
compensation; but when a mail contractor fails to carry the mails as he has 
agreed to do, he causes a public inconvenience, the value of which cannot be 
priced in dollars and cents or estimated by courts or juries. Accordingly this 
[fine] system has been devised, whereby the decision of the Postmaster General 
is made final as to fines and deductions—as to whether the contractor was in 
fault or not in fault. 

bd * * ak * * ~ 

“* * * The vast area of the Post-office system, its complexity of routes, the 
remoteness and distance of its operations from the seat of the Government, re- 
quire that a summary method of dealing with its innumerable contractors and 
subcontratcors shall exist * * *,” 

Thus the remedy for delinquencies must lie in the authority to impose a pen- 
alty for these delinquencies or to allow deductions for unperformed service. 
Otherwise, the obligation of the carriers would be rendered meaningless, and the 
ability of postal officials to insist upon the service for which payment is made, 
and upon which the mailing public relies, would be destroyed. 

Hence, the need for the fining procedure, long recognized by Congress as the 
practical method, and made applicable by law to all forms of mail transportation ; 
rail, air, highway, and water, whether the service is performed under laws im- 
posing obligations to carry, as in the case of rail, air, and steamship, or by con- 
tract. (Citations of the applicable statutes governing the obligations of carriers 
in transporting mail, and authorizing the imposition of fines are as follows: 
Rail, 39 U. S. C. 541, 568; air, 49 U. S. C. 481, 485 (2), 621 (a); steamship, 18 
U. S. C. 1724, 39 U. 8. C. 655; highway, 39 U. S. C. 443.) 

How are these statutory provisions administered? Although the statutes ap- 
pear on their face rather demanding, in actual practice their application is no- 
tably fair, in fact far less burdensome than the penalties paid by common carriers 
as a result of claims for loss or damage to ordinary freight. The attached table 
shows the lower ratio of mail fines to gross mail revenue as compared to freight. 
For example, for the 5-year periods shown in tables I and II enclosed, mail fines 
to railroads were 0.03 percent of their total mail revenue; in the case of domestic 
air carriers 0.12 percent. On the other hand, the amounts expended for loss or 
damage to shipments in rail freight reached 1.10 percent of the freight revenue; 
16.26 percent in the case of rail baggage, and 2.92 percent in the case of railway 
express. 

Before a fine is. imposed, the reported delinquency is completely investigated 
by postal officials, and is presented in full detail to railroad management who 
are afforded a full opportuntiy to explain. If the explanation is not satisfactory, 
and if the fault of the carrier is clear, a fine may be recommended. Thereafter 
the carrier may appeal to the Department for final review, if it wishes, where it 
may be remitted in whole or in part. Moreover, fines are seldom imposed prior 
to providing the carrier an opportunity to take corrective action. Thus, the 
penalty usually relates to a second or third offense in the same subject matter 
initially causing the postal complaint. In total the fines amount to a slight sum 
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when compared to the delinquencies against which they are applied. As shown 
in table I, in the case of railroads they amounted to only three-hundredths of 1 
percent of the mail revenues paid in the 5-year period. 

As a rule, fines are not imposed for delays to mail caused by late running of 
trains, or failure to meet schedules, unless there is habitual avoidable failure 
causing serious delay to mail. Indeed in many cases there is actually loss in- 
curred by the postal service in the form of extraordinary expenditures arising 
solely by reason of the carriers delinquencies and for which no fine is imposed. 
I refer to the many instances in which late running of trains caused missed cons 
nections and late arrivals. On many of these trains are railway post offices, 
manned by postal clerks who sort mail en route. These crews are made up in 
accordance with the railroad schedules, and must be paid at overtime rates for 
hours in excess of the regular run. And, of course, connecting schedules by both 
rail and highway are affected. For the fiscal year 1957, such overtime costs to 
the Department approximated $283,000, and this figure does not include late run- 
ning of trains caused by circumstances beyond the control of the carrier, such 
as storms, floods, etc. If such were included, our total estimated expenditure for 
overtime would become approximately $826,000 annually. 

Some examples of recent irregularities of a single railroad, now under inves- 
tigation jointly with its management, are as follows: 

(a) On February 14 a 60-foot railway post office car could not be heated and 
was removed from the train. The substituted 30-foot apartment car was not 
placed promptly in the train and our postal. crew assigned to the train to sort 
mail enroute, lost 40 hours of productive work time and 18 pouches of mail 
had to be earried into the terminal at the end of the run unworked, causing 
overtime hours in the post office where these mails had to be reworked, and were 
of course delayed. 

(vb) On January 17 an important railway post office car suffered light fail- 
ure. Sixty-eight pouches of mail failed to be distributed with many unpro- 
ductive man-hours for the clerks, and substantial delay. 

(c) All through the month of December of 1957, more than 30 railway post 
office cars on the railroad were placed late, causing over 400 pouches of letters 
to be unworked and with’780 unproductive man-hours resulting. 

In addition we have situations such as the one where a full storage car of 
mail was dispatched at one rail terminal in a metropolitan area for another 
rail terminal in the same metropolitan area, not more than 25 miles distant, and 
was delayed 7 days in making the movement because of the railroads careless 
handling. 

These are but a few examples of the type of delinquencies which the Depart- 
ment must investigate and for which fines are imposed if it is found that the 
carrier is at fault in not fulfilling its obligation. 

In addition to the information requested as to the total amount of fines im- 
posed, shown in table I enclosed, you requested the estimated total amount of 
3-cent mail carried by air. Approximately 21,000 tons are involved annually, 
which is less than 7 percent of the total nonlocal first-class mail. Much of this 
volume also receives extensive rail haul in its movement from origin to destina- 
tion. 


Sincerely yours, 


E. GreorGe SIEDLE, 
Assistant Poslmaster General. 


TasLeE I.—Fines imposed upon carriers, and their percent of total mail revenue 
paid 








Type of service Fines Mail revenue | Percent, fines 


of revenue 
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Taste IIl.—Payments for loss and damage, commercial shipments, and their 
percent of revenue 


Loss and Revenue Percent of 

revenue 
952-56 i}, 
56. 1, 554,000 » m 
1. 


Rail freight, 1 
, 1952- 
y Express Agency, 
Motor carriers of commodities, 1952-56 


1 Revenue (100 percent) includes the big loss and damage-proof commodities such as coal, sand and gravel, 
fan pe etc. Percent loss and damage of revenue of classes susceptible to loss and damage would be much 


Senator Lauscue. You can see how they would show up this pic- 
ture, because you are saying: “Railroads, quit continuing your pas- 
senger service ; if you do, we will gladly give you business.” 

ut at the same time you are providing the money to the airlines 
to take the passenger service away from the railroads. So you have 
the paradoxical position of urging 1 thing, on the 1 hand, and doing 
something that makes it impossible to carry out what you suggest 
they should do. I am not blaming you. "The law is what we are 
talking about. 

Mr. Srepixz. If I dare be so bold as to offer this thought: possibly 
the Civil Aeronautics Board could tell you. 

Senator Lauscue. In a better position ? 

Mr. Srepuez. In a better position, than I could. 

Senator Lauscue. All right. 

Senator Smaruers. How much of this 3-cent mail do you people 


carry by air? 

Mr. Boece: Well, I can’t answer you as to the number of pieces, 
Senator. 

Senator Smaruers. I knew you wouldn’t, because the figure would 

pretty astronomical, but could you give us an estimation? 

Mr. Sreptz. It seems to me—no, it is just a guess. I don’t want to 
guess. If you want the figures I will be glad to get them for you. 

Senator Smaruers. Is it considerable? 

Mr. Srepte. Well, we only have that airlift operation along the 
seaboard to Florida, between New York, Washington, and Florida, 
between New York, Washington, and Chicago, and then on the Pacific 
coast, between Los Angeles and San Francisco. 

Senator Smatuers. Do you think the post office is getting all that 
it should get, or being fair to the people who pay 5 cents for a stamp 
when they carry 3-cent mail by air 

Mr. Stepie. Yes, because the 6-cent stamp assures them of airmail 
service. The 3-cent stamp does not. 

Senator Smaruers. What chance would you say that a person 
would have of getting his 3-cent letter carried by air? What is the 
relation, 1 to 5,1 to 7? 

Mr. Stepiz. Of course, experience has shown that the chances were 
pretty good, because the airlines have plenty of unused space on their 
ships. 

enator Smatuers. Do zen think that this improperly diverts 
mail that ordinarily would be going, under the law—is expected to go 
to the railroads, away from the railroads, and thereby deprives them of 
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some of the benefits which they should have gotten under this law 
and now where they are penalized if they don’t have equipment around 
and cars ready to go? 

Mr. Srepiz. There is no question that it has taken some revenues 
away from them, Senator. Understand, the Postmaster General 
started it as an experiment. 

Senator Smatuers. It is working pretty good, is it? 

Mr:Srepne. It is, sir. 

Senator Smaruers. How long do you have to have that operating 
to determine whether it ceases being an experiment and becomes a 
practice ? 

Mr. Stevie. I don’t know the answer to that, sir. 

Senator Smaruers. I don’t, either. 

All right, sir, thank you very much. You have been very helpful 
to us. 

Mr. Stepix. Thank you. 

Senator Smaruers. Our next witness is Mr. Genet, the president of 
Greyhound Corp. All right, sir. 


STATEMENT OF ARTHUR S. GENET, PRESIDENT, THE GREYHOUND 
CORP., REPRESENTING THE GREYHOUND CORP. AND NATIONAL 
ASSOCIATION OF MOTOR BUS OPERATORS 


Mr. Gener. My name is Arthur S. Genet. In qualifying as a wit- 
ness before this committee: From the 19th of May 1944, until the 
middle of June 1946, I was president of the National Carloading Co. 

Senator Smaruers. National what? 

Mr. Gener. National Carloading Co. From that date until Decem- 
ber 1955, I was vice president of traffic of the C. & O. Railroad and 
since that time—— 

Senator Smatuers. What railroad ? 

Mr. Genet. Chesapeake & Ohio Railroad. 

And since then, president of the Greyhound Corp. The Greyhound 
Corp., as you gentlemen probably know, is the largest carrier of 
people throughout the world. We operate in all the 48 States, the 

istrict of Columbia. We have about 6,000 vehicles that operate over 
98,000 miles of routes and in any 1 year travel 520 million bus-miles. 

I am privileged to be before this most important committee and I 
say most important, because I don’t think that many people recognize 
the responsibility that is here. This may be the last look any of us 
have before we nationalize the transportation system of this country. 
Gentlemen, the situation is serious. 

If you look at all the other forms of transportation as well as the 
railroads, you will find in the common carrier field, and in the bus 
field, their financial situation is just as bad as the railroads. 

You wonder why this may be so, that all of our forms of transpor- 
tation, as wonderful as they are, and physically they are as great as 
there are in this world, with our waterways, highways, and railroads, 
that we should find ourselves in this unique position. 

It is a basic question that should be obvious and one that will not 
be answered despite all the aims, and ambitions, and suggestions that 
may be put to you for solutions until we solve the basic question. 
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Senator Scuorrret. Mr. Chairman, off the record. 

(Discussion off the record.) 

Mr. Gener. The basic question that we have before us, I believe, 
is the misuse of our transportation system. Every arm of transpor- 
tation does something that it doesn’t do well. It comes about very 
naturally. 

The railroads were the instrument of the development of this coun- 
try and they did a great job. People will probably say once a rail- 
road man, always a railroad man. That may be so. But they did 
develop this country and did provide our transportation. 

As new modes of transportation came into being, they did part of 
the transportation job better, but nevertheless, you find the railroads 
still attempting to do that part of the transportation job that they no 
longer do efficiently, with the net result that their costs are high, they 
have losses that are stupendous in those particular fields and the 
carry those losses over into the profitable part of their business which 
is the movement of heavy density freight over long distances which 
they can do better than anyone else. 

We have a great need for the railroads because of our economy and 
the standard of living that we have given to our people, because mass 
production and the movement of goods in heavy volume is the most 
important thing we do. 

enator Smaruers. To make that specific, do you have reference 
to the passenger business when you say that they are doing a business 
which they can’t do very well ? 

Mr. Gener. Yes, the passenger business, Senator, and that includes 
all of the passenger business, and when we talk about that, I am talking 
about the head end of the passenger train which includes the express 
and the mail. And there are some other items, possible in the field of 
less than carload freight, that rightfully belongs in some other mode 
of transportation. 

Nevertheless, you find this developing: As they have these losses 
they have to cover them somewhere, so they outprice themselves in the 
oe they should rightfully do well and do at a lower cost. In so 

oing, that is not the only serious thing that happens. They have a 
shoulder and a shelter over the other arms of transportation so they 
don’t get a compensatory rate. 

It is a vicious circle that we have before us, and we have the basic 
fault that we are requiring arms of transportation, whatever they may 
be, to do things that they don’t do well, and to do them at a loss. 

You can analyze the passenger situation in order to get an answer to 
this and to show you how this works. You have got the airlines, who 
have come in and done a great job in the movement of people. They 
move people very well over long distances. You have got the modern 
bus that comes in and operates more efficiently. 

Unless there be some question in the minds of many that there are 
subsidies in connection with some of these businesses, I would like 
to put your minds at rest as far as the intercity bus industry is con- 
cerned, because in the 2 years I have been president of this company, 
our taxes would shock your understanding of the tax situation. 

Our taxes in Greyhound run in excess of 4 cents per mile for every 
mile operated. I say they are confiscatory. 
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But as you go down the list and you look this over, you find that in 
the passenger field, itself, in the movement of people, there are other 
arms and modes of transportation that do the job better, and under our 
American way of doing things, there is supposed to be a place for the 
fellow that produces the better product at the lower price. 

Let’s take the balance of the passenger business as an example: We 
just got finished listening to Mr. Siedle of the Post Office. The Post 
Office in recent years with spiraling costs, has attempted to do some- 
thing to control that cost. Very often, they have taken the cream of 
the business, which is the carload freight, and taken it off the railroad, 
that should do the best job, and left the small services to the local 
towns along the right-of-way, with the railroad, at a loss, which busi- 
ness is better done on the highway. 

Let’s look at the express end of the railroad business. It has been a 
drain around the neck of the railroads for years. A stupendous drain. 
And I think before this very committee a suggestion has been made, 
a shocking suggestion, that the Post Office take it over, that we put 
the Government into private transportation. 

We have ample means of providing a packaged express service 
throughout the country. First of all, the trucking industry is well 
equipped to take part of it, second of all the carloading companies, 
who take small packages and turn them back to the railroad industr 
in profitable carload lots, will be happy to take their share, and, third, 
but not least, the intercity bus industry provides a fine packaged 
express service. 

“ou can analyze all of these things and study them down and you 
will find out that every arm of transportation is doing something, that 
is inefficient, somewhere along the line, either due to regulation or due 
to habit or due to past practices, and, therefore, you have the situation 
that regardless of what you do in the way of adjustments or freedom 
as far as making rates are concerned, you will never make a healthy 
transportation system, because those losses will far offset any gain 
that they may make in getting back any freight. 

Actually, in my experience, it was the railroads that raised those 
rates, and I have no objection to any form of transportation raising 
their rates as much as they want to. It was not the Commission that 
outpriced them in the fields that they are talking about, and those 
fields are relatively few. 

On the downside, I would say that any form of transportation 
should have the right to publish a rate that is compensatory, provid- 
ing that rate is reviewed with the Interstate Commerce Commission, so 
that they might have some control to see that the rate is not—that the 
rate is compensatory. 

You can look at the balance of this tax situation, if you will, for a 
moment, and on your excise tax we have a need for a strong transpor- 
tation system, and the excise tax only puts additional competition in 
the way of the public carriers who provide mass transportation. 
Those things ent receive your consideration. 

And any consideration, in my opinion, that should be given in the 
way of tax forgiveness, whether it be for depreciation of construc- 
tion, or vehicles, must go, in my opinion, to all forms of transporta- 
tion, if you give it to the railroads. 
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You must not at this particular time, I believe, distort the present: 
balance in relationship between the carriers as they now exist. 
doubt that anything that you do, for any form of transportation in 
this field, unless you change the basic philosophy that we have in 
transportation, and get at guts of what this problem is, that we will 
have any success in straightening out this transportation problem. 

Senator Scnorprent. Mr. Chairman, I would like to ask this witness 
a question. Would you 1-2-8 that now? You say the transportation 
tax, that would be the 3 percent tax ? 

Mr. Gener. I am talking about the 10 percent excise tax. 

Senator Scuorrret. I am coming to that. You say then the 10° 
percent tax ? 

Mr. Genet. Yes, sir. 

Senator Scnorrre,. Now as I understand you, you would say that 
the Congress should not do anything about the 3 percent tax unless it 
does something about the 10 percent tax ? 

Mr. Gener. No, sir; I don’t think that is true. I am just saying 
that the 10 percent is just as important—— 

Senator Bicoteliie Just as burdensome. 

Mr. Genet. To be relieved of, as the 3 percent tax. 

Senator Scnorrret. The point I am trying to get at is to get a 
picture here before us, because obviously we are going to have to 
make some decisions up here. 

Mr. Genet. Yes, sir. 

Senator Scnorrret. And obviously we want to do the equitable 
thing, the right thing, the legally correct thing in our approach to 
this matter. Therefore, I was trying to get your views as to the 
importance of these. 

Mr. Genet. Well, they are very important. In the movement of 
passengers, as an example, if you put a 10 percent tax on there, that 
might be just enough for the folks to get together and 3 or 4 of them 
getting together in their private automobile instead of patronizing 
the common carrier who has to provide your basic mass transportation, 
and we all Seaoeyiae the need for mass transportation. We are going 
to have to supply that to our people, we want them to be well, so why 
handicap them against the movement over the highway in their pri- 
vate car. I think it is an unfair level that you put against public 
transportation if you want it to live. Do I make myself clear? 

Senator Scuorrre.. You do, sir. 

Mr. Gener. And I think the same thing is true as far as the tax 
on freight is concerned. 

Senator Scuorrre,. Tax on what? 

Mr. Gener. Tax on freight is concerned. 

Senator Scnorrren. Yes, yes. 

Mr. Gener. Because your problem today, when it comes to the 
freight business, is that that may be just enough to take the business 
away from the common carriers as such and put it into private car- 
riage, which doesn’t strengthen our common carrier system that the 
bulk of the Nation depends on. 

Senator Scuorrrev. You clarified this thing. Remember this rec- 
ord is going to be read. 

Senator Lauscur. What were your second and third items? He 
touched on both excise taxes. 
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Mr. Genet. I think the other question that he was raising was the 
point with reference to the rights of the carriers to raise rates as they 
saw fit, and some basic philosophy in that particular field, let me say 
this: There is no carrier that doesn’t have some form of competition 
that will control his rates on the high side. It doesn’t make any 
difference what it is that moves, whether it is people or goods, there 
is some competition. 

In the case of the—well, in the case of my own industry, if there 
were no other form of moving people, we still would have to worry 
about the automobile competition, Sarades 90 percent of the people 
that move today move by private car. 

The other point was on the downside, Senator Lausche, I recom- 
mended and suggested that carriers be permitted to publish rates 
when they are compensatory, but it should be the Interstate Com- 
merce Commission or some regulatory body that would have the right 
to approve those when they were satisfied that they were fully com- 
pensatory. 

Senator Lauscue. What is your definition of compensatory ? 

Mr. Genet. Well cover fully distributed costs and leave something 
toward profit. 

Senator Lauscue. You don’t include in that definition then the 
sole item of out-of-pocket cost? Is that the term? 

Mr. Barton. Out-of-pocket is the lesser of the two. 

Mr. Gener. Yes, out-of-pocket plus fully distributed overhead 
costs. 

Senator Lauscue. Your definition of compensatory pay covers the 
whole gamut of costs in transporting the particular item ? 

Mr. Genet. Yes, sir. I don’t believe you can consider just out- 
of-pocket costs for the simple reason if you have enough items that 
you are just charging out-of-pocket costs that you don’t have any that 
you are charging fully distributed costs on. 

You get a fallacious figure. Another thing I think should receive 
your consideration and attention is the necessity for the Interstate 
Commerce Commission to have overall jurisdiction of interstate car- 
riers. We have varying rules and regulations throughout the various 
States. When those get to be at cross-purposes and they get to be 
different, it would be a tremendous hel if we had one overall au- 
thority that would have the right to judge and deal with carriers in 
interstate commerce. 

I would also like to give you for your consideration the possibility 
that we should be subject to just one tax. I don’t know how it would 
be distributed, but the tax situation in these various States is compli- 
cated and very, very costly. 

It may surprise you to know that in the case of the Greyhound 
Lines, that we have some buses running between here and New Or- 
leans or here and Chicago, and that is the way our business runs 
today, or from here to Miami, that have as much as $6,000 worth of 
license plates per year on the end of each coach. That is despite the 
fact that in some States you may operate only 20 days out of the year 
because you may be passing through some corner of it. 

All of these things will not present the ultimate answers as far as 
the problem is concerned, but they will require some statesmanship 
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on the part of industry, regulation, and the legislative end of our 
Government, to give us the kind of transportation picture that we 
really can be proud of and which we can live under. 

I have given you a prepared statement that covers in detail a great 
many things, but if I could get just that one point over, that we do 
have the problem of doing business in what amounts to an un-Ameri- 
can way, in a way that we don’t ask any other industry to operate, 
I will have made some contribution. 

Senator Lauscue. I would like to ask you some questions. If you 
were in my position and you had to determine what you thought was 
the first and best thing that could be done to help solve this prob- 
lem, what would you do? 

Mr. Genet. I would think, sir, that there ought to be a commission 
formed to study this thing in detail, that would have the respect of 
industry, as far as those who by transportation and those who use it, 
and be considered the integral part of the regulatory, as well as leg- 
islative end when you come to members and have the overall support 
of Congress when you come to get something done about it. 

Senator Lauscne. So that a commission to study, recommend, and 
finally get the collaboration of the Congress, that is one? 

Mr. Genet. Yes, sir. 

Senator Lauscur. Now, are there any clearly visible things that 
do not require study that you feel should be done? 

Mr. Genet. Well, there are clearly visible things that can be done 
if we could . 

Senator Lauscne. What is No. 1? 

Mr. Genet. If we could get people to accept it without the necessity 
of that kind of action. The most outstanding thing you could do, 
sir, would be to say that no carrier in any field of transportation 
would transport anything at a loss; they would charge a compensatory 
rate. 

Senator Lauscue. Now, then, if they charge a compensatory rate, 
would you open the competition fully among the several modes of 
transportation, or would you keep in effect this umbrella principle? 

Mr. Genet. I would open it to everybody, sir. That is the way we 
have made progress and built a great country. 

Senator Lauscue. Are you of the belief that, my not having it open 
in that way, it has been costly to the consuming public ? 

Mr. Genet. I have nto doubt that our transportation costs are way 
out of line, compared to the physical plants and their ability to de- 
liver; yes, sir. T think our transportation costs in the movement of 
volume goods are disgraceful. 

Senator Lauscue. All right. Now, you mentioned the compensa- 
tory return. 

Mr. Genet. Yes, sir. 

Senator Lauscur. What other items do you have in mind ? 

Mr. Genet. Well, I have in mind, as I said before, the tax situation. 

Senator Lauscue, Yes; that is clear. 

Mr. Genet. That should receive full consideration in lieu of the 
service that is offered. It should be on an equitable basis. I don’t 
think anybody in transportation wants any subsidy, as such, wants 
any tax forgiveness that they are not entitled to. They want to be 
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charged fairly. I think, if you give them those two to start off with, 
you will come a long way toward solving your transportation 
problems. 


Senator Lauscuz. Thank you. 

Senator SmatHers, Senator Schoeppel ? 

Senator ScHorrreL. I don’t believe I have any further questions. 

Senator Lauscue. I have nothing further. 

Senator ScHorrreL. Thank you very much. It has been most en- 
lightening. 

(The statement of Arthur S. Genet is as follows :) 


Knowing that this committee would not wish to make any recommendations 
without first considering the impact of those recommendations on all phases of 
transportation, we felt it only appropriate that the National Association of 
Motor Bus Operators and the Greyhound Corp., as the largest intercity carriers 
of passengers, should present their views of the various proposals which have 
been advanced by the railroads. Accordingly, we requested, and were granted, 
the privilege, for which we are thankful, of appearing and presenting our 
testimony. 

We feel that, up to this point, the intercity bus business has not been ac- 
corded recognition commensurate with its relative importance in the transporta- 
tion field. Not only is it a matter of public record that more passengers are 
transported by intercity bus each year than by any other form of transportation, 
but, also, that in the year 1957 the Greyhound Corp. and its subsidaries alone 
carried a total of 130.6 million passengers, as compared with 40.3 million carried 
by all the scheduled domestic airlines operated in the United States, and 169.3 
million carried by all the railroads in other than local service. 

Estimates based on the first 9 months of 1957 show that the intercity buses 
of the United States of all classes carried 515.7 million passengers in 1957 as 
compared with a total of only 209.6 for the rails and airlines combined. Thus, 
it is plain that the recommendations of this committee could have a profound 
effect, not only on our particular industry but upon our corporation as well, 
and that, therefore, we have a vital interest in these hearings. 

However, I do not wish to give the impression that we have simply a selfish 
interest in the outcome of these hearings. Our methods of mass production 
have given to this Nation a way of life that all of us wish to see continued and 
improved upon, but, without a sound transportation system, all of this and the 
very security of our country could well be placed in jeopardy. We earnestly 
hope that, as good citizens of this great Republic of ours, we may, out of our 
intimate experience in the field, be able to contribute to the philosophy of our 
transportation system some thoughts that will assist this committee in the 
formulation of recommendations that will work for the benefit of all forms of 
transportation. 

At the outset, let me, as a bus operator, pay just tribute to the railroad indus- 
try’s rich contribution to America’s welfare. Indeed, no industry has been 
more responsible for the great growth of our Nation and the high standard of 
living that our people now enjoy than the railroad industry. But while for 
many years it worked alone in the development of our tremendous resources, in 
recent years, with the advent of newer techniques, it has had effective help 
from other forms of transportation. And while it is imperative that we have a 
strong railroad industry, strong financially as well as physically, this can only 
be possible if all segments of transportation, air, highway, as well as railroad, 
as we know it today, are in a like healthy state. 

A very brief examination of the various arms of transportation will prove 
the validity of this premise. The air transportation industry cannot have 
escaped your notice, because of the widespread publicity which has been given 
in the last 2 years to its financial plight. 

The situation affecting highway truck transportation is less well known and 
understood. The fact is that, despite their growing percentage of intercity busi- 
ness, the common carriers of the trucking industry are far from being financially 
stable. The intercity bus industry, likewise, has seen in recent years, a sub- 
stantial reduction in service. 

From this brief exploration, we know that, while the railroad problem has 
been highlighted, it is but one aspect of the whole transportation picture, and 
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any attempt to treat with just one form is bound to have an effect upon all other 
forms, and, if not treated on ‘an overall transportation basis, may even create 
greater transportation problems than those currently existing. 

And so it is, gentlemen, that “transportation” is before us, rather than just 
the single and limited issue of the railroads and their problems. That there is 
a solution I have no doubt, but it will take sharp, comprehensive, and impartial 
statesmanship to find it and place it in effect, both in government and in the 
industry as well. 

To solve this problem it is necessary to first realize that the great technological 
advances of this century have not left the transportation industry untouched. 
The railroads have made great strides in the use of modern tools to improve 
their operating efficiency, but, at the same time, there have come into being 
other instruments of transportation which now perform some of the railroads’ 
old functions better, at lower costs, and with greater efficiency. 

It has ever been the American credo that there is a place for each man whvu 
produces the best product most efficiently. In the main, in all other industries, 
that has held true. That has been the secret of our progress. But, when it 
comes to transportation, in its highly regulated state, you find many instances 
that violate this basic precept. 

For example, the railroads are the arm of transportation best equipped to 
haul our tremendous daily volume of heavy-density carload freight overland. 
They can do this better, more efficiently, and at a lower cost than all other 
forms of transportation. Yet the record will prove that, despite this fact, they 
continue to haul a declining percentage of this traffic. Why? Well, there are 
two basic reasons for this anomaly. One, they are trying to provide other serv- 
ices that other types of carriers can do better, and, second, in so doing they 
incur losses in furnishing those services that force them to charge more for 
other services where their efficiency is undoubtedly greatest. 

I have said that this is a transportation problem, not a railroad problem, and 
the anomaly just described does not end with this one arm of transportation— 
railroading. In attempting to provide service in fields in which they are not as 
efficient as other forms of transportation, the railroads siphon off potential vol- 
ume from those arms of transportation that are properly and especially well 
equipped to handle that service, and, in many cases, thus create a prohibitive 
rate structure for those who must exist on that one particular form of carriage. 
For example, quite obviously the passenger fares of both the airlines and the 
intercity vuslines have been fixed with an eye on the railroads’ charges. Yet 
surely all sound thinking people will agree that charges for transportation 
should be on a compensatory basis, and not on the basis of cost of that service 
to another type of carrier. Let me say here for the record that we are em- 
phatically opposed to the so-called shall nots of ratemaking, which would forbid 
the Interstate Commerce Commission from considering the effect of the proposed 
rates on other forms of transportation when judging rates which are proposed 
by the railroads. 

Transportation as an industry is one composite picture and the effect on all 
forms must be considered in fixing a rate for a service. Also, all who believe 
in our way of life must agree that if one arm of transportation cannot compete 
in a particular field it should not be forced to provide a service in that field 
at a loss to it. 

Yet, the record is replete with facts and statistics which show that the rail- 
roads for years have been handicapped tremendously with continuing losses 
incurred in the movement of people. These same statistics also show that with- 
out this tremendous burden the railroads could well be flourishing, both service- 
wise and profitwise. 

Much has been said in recent years of public convenience and necessity when 
prohibiting railroads from dropping unprofitable passenger traffic. If the rail- 
roads had been permitted to follow a sound economic path, however, there would 
still be no dearth of other transportation facilities. Figures show that more 
than 88 percent of the total volume of intercity travel is now performed 
by private automobile. Our growing air industry is far from the passenger 
saturation point. The modern intercity bus, with our improved highways, has 
almost unlimited capacity. In fact, not taking into consideration the balance 
of the intercity bus industry, our company alone, operating at only slightly over 
a 50 percent capacity, today provides services for 3 times as many people as 
all the airlines put together, and has the ability to offer and does provide 
frequency and time service requirements that the railroads cannot match. 
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In addition, to serving all the major cities, the buslines today provide service 
for thousands and thousands of communities that the railroads either do not 
reach or for which they provide no passenger service. Many communities are 
dependent on bus transportation because train service, by force of necessity, is 
provided at hours which are unattractive to the traveling public. 

Passengers themselves, however, are not the sole ingredient of the so-called 
passenger-train losses. The express company has been a drain on the overall 
railroad income for many years. Questions of its place in transportation 
should also be considered here. 

In fact, in these very hearings a suggestion has been made that the Post 
Office Department acquire this facility. To this we emphatically demur. Noth- 
ing is more foreign in our way of life than to encourage the Government to 
engage in private transportation. All sound thinking American citizens should 
shudder at the very thought because of the fact that this would cause the very 
breakthrough that all of us have so carefully guarded against since the founding 
of our country. Government operation is exactly what we want to avoid, and 
indeed there is no shadow of excuse for it. Facilities are available in private 
industry. The intercity bus industry today operates an extensive package 
express system; the trucking industry is fully equipped to shoulder its share as 
is the forwarding industry which consolidates freight and turns it over to the 
railroads in profitable carload lots. In the year 1957, our company alone trans- 
ported $13,366,397 in volume in package express, and we stand ready to move 
much more. 

In order to complete this picture, one must also look at the state of transpor- 
tation of the United States mail. Unquestionably the present procedures are 
outmoded. But the Post Office Department in its struggle to meet mounting 
costs has taken steps in the distribution of transportation of the mail that it is 
clear to us have been extremely unwise and in some cases most harmful. Just 
because the railroads are not in a position to provide passenger train service as 
such, they need not be deprived of their share of more of this type of traffic. 
Indeed, in many cases, the rails today provide far better service by freight 
train than by passenger train. Therefore, it is sound thinking to suggest 
that bulk mail, in carload lots, belongs in the Nation’s railroads, where it can 
be hauled at most attractive rates to both the Post Office and the carriers. It 
is equally true that under today’s developments, the mail for the intermediate 
stops belongs on the highway. Yet it is not infrequent that you see exactly the 
reverse with bulk mail on the highway and intermediate mail carried by the 
rail carriers at a loss. 

From the foregoing, it is clear that we are unalterably opposed to any Gov- 
ernment agency engaging in transportation as such. We are equally opposed to 
the Government providing financing in any form for any one arm of transpor- 
tation. If capital should be made available by the Government to any form 
of transportation, the same avenue must, of necessity, be open to other types. 

In any event, however, we do not believe Government financing is the solution. 
The sound answer to this problem is in finding ways and means of relieving 
earriers in all fields of the responsibility of providing services that are not 
productive and are, therefore, injurious to the earnings and credit of that 
carrier. 

We are opposed to any proposal that would give to the rail carriers prefer- 
ential treatment taxwise or which would tie the hands of the Interstate Com- 
merce Commission for the individual benefit of rail carriers. On an industry- 
wide basis, however, we believe careful consideration should be given to the 
proposal that the Federal Government should take steps to eliminate or mini- 
mize the burden of State and local taxes on transportation media. In the testi- 
mony of the rail carriers, very little was said about this burden on transpor- 
tation—a burden so great that it should shock the conscience of all good 
citizens, 

To examine this question of taxes more closely : 

In the year 1957, in the Greyhound system alone, $5,700,000 was paid out for 
Federal taxes other than Federal income tax, and $16,400,000 was paid out for 
State and local taxes. These figures are brought out herein for two purposes: 
First, to refute the charge frequently made by the railroads to the effe.t that 
the intercity bus carriers do not pay their way in that they are allegedly pro- 
vided with a right-of-way at a disproportionately low cost; and, secondly, to 
show, since all forms of transportation pay the same taxes to some extent, what 
great tax relief can be afforded all national forms of transportation simply by re- 
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moving from all the onerous burden of State and local taxes. Multiple taxation 
has indeed a stranglehold on all transportation, 

The railroads, the trucklines, the airlines, and the intercity bus carriers must 
pay city, county, State, and Federal taxes, These may be real or personal 
property taxes, fuel or license, sales, use, or income taxes, and, in most cases, 
all of them. Often one piece of equipment must bear the burden of as many as 
5 or 6 different taxes. It is small wonder that so many carriers of all types 
are going out of business. Just the responsibility of figuring and policing these 
taxes, due to their complete lack of uniformity and varied nature, costs mil- 
lions and millions of dollars a year, 

Certainly it would make sense to have those carriers that are subject to 
Federal regulation responsible only for the payment of one tax to the Federal 
Government in a fair and nonconfiscatory amount—with a subsequent appor- 
tionment to the State and local governments by the Federal Government. To 
amplify this point further, originally our operation was a localized operation 
confined for the most part to intrastate carriage. With our modern equipment, 
the public needs and demands through service, over much longer distances so 
that now the great majority of our fleet is in interstate service. Nevertheless, 
full local taxes are assessed in an amount which requires some of our equip- 
ment to carry as much as $6,000 worth of license tags. States in another way, 
a year’s license fee is required by a State even though a total number of days 
a year that the vehicle is operating in the State may total far less than the days 
in a month. Then again, State fuel taxes are ofttimes duplicated by sales and 
uSe taxes being exacted. 

These are just a few illustrations of an extremely complicated, burdensome, 
and unfair tax situation. While we are discussing the tax burdens, let us urge 
also that the extremely unfair Federal transportation excise tax receive your 
eareful consideration. It was never meant to hamstring this most important 
industry. 

To conclude with the discussion of transportation tax burdens, and consid- 
ering the fact that mass transportation must be provided for our people both 
in normal times and in times of national emergency, let me urve the consideration 
that any tax relief given to the railroads should also be given to our form of 
transportation. Similarly, although this committee is concerned solely with 
the problems of ground transportation, it must be remembered that ground 
transportation today must compete with air transportation. It is only fair and 
equitable and, indeed, imperative, that all forms should be put on an equal tax 
basis, because in the last analysis transportation as such cannot be separated 
and each arm thereof treated individually. 

In conclusion, in view of the fact that public transportation today moves pas- 
sengers across State lines with constantly increasing numbers and with con- 
stantly increasing frequency, serious consideration should be given to granting 
the Interstate Commerce Commission complete and overall jurisdiction as far 
as all common carriers are concerned. It is becoming extremely difficult to pro- 
vide the kind of service the public should have with all the varying rules, reg- 
ulations, and concepts we labor under. There is need for a central control, 
therefore, which only the ICC can provide. 

Throughout my comments, I have attempted to keep in mind the firm conviction 
that I am here as a citizen addressing you for the welfare of our Nation, first 
and foremost. I am privileged to submit for your attention considerations of 
national interest, which I believe our experience warrants submitting to you. 
This problem of national transportation is of compelling urgency and great 
complexity, but it can be solved if we all will but apply ourselves to it. We of 
Greyhound believe in those time-honored American principles that it is our 
heritage and our duty to perpetuate. 

Adherence to the spirit of these principles, and diligent application by all of 
us te the logical solution of these transportation industry problems on a sound 
service basis will crown our efforts with success. This will yield to our Nation, 
and the customers who use its various arms of transportation for travel and 
shipment, the most efficient and unencumbered system for the mass movement 
of personnel and products. 

This is what the entire transportation industry needs if it is to continue to 
fulfill, against the pressing developments of the times, its responsibility to the 
Nation as a whole and to the public at large. 

This, gentlemen, I submit is the core of our common problem—yours in study- 
ing the industry and ours in operating it. 


Mr. Barton. General Lasher will be the next witness. 
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STATEMENT OF MAJ. GEN. EDMUND C. R. LASHER, VICE CHAIRMAN 
OF NORTH AMERICAN CAR CORP. 


General Lasner. Mr. Chairman, my name is E. C. R. Lasher, major 
general, United States Army (retired). I am presently vice chairman 
of the North American Car Corp., Chicago, Ill. 

Unless you wish it, I will not read my prepared statement. 

Senator Lauscue. Let it be incorporated into the record as if you 
had read it. 

(The statement of General Lasher is as follows:) 

My name is Edmund C. R. Lasher, major general, United States 
Army (retired), recently Executive Director, Military Traffic Man- 
agement Agency, Department of Defense, and presently vice chairman 
ot the North American Car Corp., Chicago, Ll. 1 have had firsthand 
experience with military transport in both World War II and the 
Korean war. 

Since this committee set out “to look into the deteriorating railroad 
situation and its effect on the national transportation picture,” my 
remarks will, in the main, be directed toward the railroads and their 
importance to national defense. 

However, sight cannot be lost of the fact the essence of the problems 
involved embraces our entire national transportation economy, not 
just one segment of it. Nothing could be said that would emphasize 
this more than the fact that the airlines and the motor carriers have 
testified before you in support of several of the important points 
brought out by the railroads themselves. 

Hence we cannot, we must not consider the “deteriorating railroad 
situation” by itself. The problem cannot be solved mode by mode. 
We must not help one mode of transport by tearing down another. 
Our national economy is too interwoven with and dependent upon 
all the modes of transport to be able to withstand the shock of such 
a solution. 

I make great point of this because of what I personally witnessed 
in both World War II and Korea—a need for all modes of trans- 
port—each doing its part in the overall effort with each part deter- 
mined, not by some artificial yardstick, but by the basic resources 
needed to meet the requirement. 

In a war economy such as we must prepare ourselves for in the 
future, conservation and intelligent use of basic resources will be of 
the first order of importance. Among these basic resources are men, 
power, and fuel. 

In Korea all three were in constant short supply. Our only trans- 
port salvation was to use that mode which produced maximum ton- 
miles with a minimum expenditure of men, power, and fuel. This 
lot by all odds fell to the railroads. 

To sharply point this up in our present-day economy, it costs the 
railroads about 1.5 cents to produce a ton-mile of transportation 
while it costs a motor carrier about 4 times that amount. The basic 
economies of this comparision including as it does men, power, and 
fuel should be reason enough for alarm. 

If we do not conserve our basic resources, we cannot maintain our 
position as a leading world power. 


21278—58—pt. 3——-30 
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Another comparison to further point this up shows a DC-6 air- 
craft requiring approximately 100 horsepower per ton of weight car- 
ried, an average truck about 10 horsepower per ton, and a diesel 
locomotive about 1 horsepower per ton caitink: This power, itself, 
consumes raw materials and manpower in its production ‘adding 
further to the discrepancy and multiplying the problem. 

As the railroad situation deteriorated, it follows that more and 
more basic transportation resources will be allocated to the produc- 
tion of each ton-mile. Resources essential in maintaining our de- 
fense posture in the face of an alert and increasingly wealthy and 
intelligent enemy would thereby be depleted. It is largely for this 
reason that the military relies upon the railroads so heavily for 
the bulk of its transportation in emergency situations. Is it any 
wonder the railroads are an indispensable asset to our country ? 

But the resources employed in transportation are not basically mili- 
tary, they are economic. Indeed, our military strength has ever 
sprung from our economic strength. Therefore, an economic solution, 
not a military solution, must be found to the “deteriorating railroad 
situation.” And the solution must have for its theme basic economic 
principle and for its scope, application to all transport in interstate 
commerce. 

But can this solution be found within the present framework of 
law today? It is my considered opinion that it cannot. The state 
of the art has overtaken the law—a law that was written in 1887 
and which has really only been “patched” since. It does not take into 
consideration present-day advances. 

Now is all interstate commerce covered by the law; and that which 
is covered is administered by two separate and distinct bodies, 
neither obliged to take cognizance of the other’s actions. Further, 
the state of the art has overtaken transportation labor contracts. 
The excessive use of manpower because of some of these contracts 
is well known. 

Let us for a moment scrutinize one phrase of the preamble to the 
Interstate Commerce Act—it is in my opinion the most important 
part of this expression of national transportation policy. It states 
that it is the policy of the Congress that the law “should be so ad- 
ministered as to recognize and preserve the inherent advantages of 
each” mode of transportation. The question immediately arises as 
to what advantages are in fact inherent. We must be able to recog- 
nize them in order to preserve them. Coal, once considered to 
captive to the railroads because of their “inherent advantages,” is 
beginning to move by pipeline. Again, mass movement of people 
has largely been taken over by the airplane. Steel, in greater and 
greater quantity, is moving by highway. For example, the very 
speed of the airplane denies it many short-haul markets. 

Human ingenuity is constantly changing and progressing, so why 
should we straitjacket ourselves into preserving what is today, was 
yesterday, or may be tomorrow a believed inherent advantage. 

And how have we tried to preserve the recognized inherent ad- 
vantages of the past? Primarily by granting or denying approval, 
tacitly or otherwise, of the pricing structures of the various modes, 
each in relation to the other. It is doubtful that there is a man or 
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group of men with sufficient wisdom to divide fairly the transporta- 
tion business of the United States by manipulating the rates of one 
= of carriers so as to increase or decrease the amount of business 
handled by others. But that is exactly what we ask of our transport 
commissioners. Actually they are being forced to regulate competi- 
tion, not monopoly. 

By our ground rules we deny price changes to one carrier be- 
cause of their possible effect on another carrier. Such a policy forces 
both carriers into an unnatural economic situation within which 
neither operates efficiently. Such a policy forces waste of basic eco- 
nomic resources. Such a policy reduces our military effectiveness. 

The conclusion to me, therefore, is inescapable. The Interstate 
Commerce Act must be completely redrawn—a new law enacted. It 
must be based upon economic principles which recognize the dynamic 
technological advances of our entire transport industry—not only 
those advances which have manifested themselves over the past 50 
years, but flexible enough to accommodate those also which will be 
manifest in the future. 

Further, all present modes must be placed on an equal footing 
so far as the promotional role of the Government is concerned. 

In addition, all transport used for interstate commerce should be 
subject to the new law with the broadest possible interpretation given 
to the term “interstate commerce.” And last but not least, a study 
should be undertaken by the Congress to evaluate, in the light of 
present and future technology, the changing nature of and require- 
ments for labor in the transport industries and the role of labor agree- 
ments in these industries’ development. 

I believe all the above actions essential to a proper solution of the 
problem of the “deteriorating railroad situation.” But most im- 
portant, I believe them as essential a mobilization requirement as is 
the production of military “hardware” itself. 

Senator Lauscuer. Please proceed to discuss the problem as you 
see it. 

General LasHer. Thank you, sir. In extension of the remarks 
that I have prepared and handed to you, I would like to emphasize 
a few of the points and perhaps add a few examples. 

My experience for some 25 years has been in military transporta- 
tion, and I speak primarily of the importance of the railroad industry 
in view of the defense requirements of our country. 

I happen to be the Tranportation Officer of the Eighth Army in 
Korea, and as I stated in my prepared paper, the transportation 
requirement there was such that we had to transport our food, am- 
munition, clothing, and so forth, by that mode of transportation 
which offered the greatest ton-miles for the least expenditure of seme 
of our basic resources, namely men, power, and fuel. That, by all 
orders fell to the railroads. As an example of the flexibility of the 
railroads which is sometimes questioned, the Korean National Rail- 
road was built by the Japanese some 50 years ago. It goes from 
Pusan, Korea, up to Mukden. It was a double-track line, and it 
goes through rather mountainous territory, as well as a peninsula 
cut with streams, both dry and wet. 

There are innumerable tunnels and bridges. The Japanese had so 
constructed this railroad that practically in every case where there 
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was a bore through a mountain, there were 2 bores, 1 for each track, 
and where there was a bridge over a stream, there were 2 bridges 
so constructed. And so, as the tide of battle moved north, south, 
back to north and south again, and through the accuracy of our 
bombers, this railroad was pretty well chewed up. But not so much 
so that we couldn’t make switches from one line to another and practi- 
cally throughout the war were able to maintain a single-track Jine 
with this double-track—damaged double-track railroad. 

The Japanese in fact had, where there were extreme crossings, had 
steel girders stashed over in the bushes, a little rusty, but the rivet 
holes were already bored and could be put back. That was a military 
railroad from start to finish and it was—and had it not been for 
that, the decision in Korea would have been considerably longer in 
being reached. 

In the United States, the call upon the railroads in World War 
II is historic fact and I won’t go into it. Some ninety-odd percent 
of the passengers moved, were moved by railways. Some 80 percent 
of the freight traffic was moved by railroads during World War IT. 
But as this situation which your committee is investigating at this 
time, referred to as the deteriorating railroad situation, has pro- 
gressed there have been notable questions in our minds—in my mind 
as to the future ability, as this progressed, of the railroads to do 
the job that they did in World War II. One case in point concerns 
motive power. ‘Two and a half years ago there was a flood in New 
England, a rather serious one, emergency conditions were proclaimed 
and a lot of the power of the northeastern lines, 4 or 5 of them in 
particular, the large lines, was either destroyed, damaged, requiring 
considerable repair, or isolated because of washouts and so forth. 

It was interesting that some 79 diesel-electric locomotives were 
borrowed from the Army by those 5 or 6 railroads in order to be used. 

Now where did those locomotives come from? The Army fur- 
nished them from its mobilization reserve. They had been cosmolined 
and put in cocoons against an overseas emergency requirement, not 
necessarily an overseas requirement, but as emergency requirement. 
Our mobilization reserve was needed to be dipped into to help this 
situation. 

To me, I think that affects 5 railroads, some 79 locomotives. Five 
railroads in the northeastern part of the United States. If there 
weren’t 75 extra locomotives on the other railroads of the United 
States, if there isn’t that much cushion, we are in a rather dangerous 
position. 

Now, one reason there isn’t the cushion now that there was is be- 
cause of the other illustration—the utilization of the diesel-electric 
locomotive. It is usable some 95 percent of the time as opposed to 
the old steam locomotive, and therefore the railroads do not need 
as much power, unit for unit, as they did under steam. 

But nevertheless there is still no question, the bulk of the rail- 
roads of the United States could not help out the 5 or 6 that were 
in trouble and we had to dip into our military reserve, a very danger- 
ous situation. 

Another point I would like to bring to your attention has to do 
with the movement of passengers. In time of war, the hundreds of 
millions of passenger-miles required to recruit, organize, and train 
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a military force is staggering. The potential that we had for pas- 
eginning of the World War II is not longer 


senger movement at the 
present on the railroads. 

Now we can say that more people are traveling today than traveled 
in 1941, that is very true, and we ask: But how are they traveling? 
They are traveling by Genet’s buses, they are traveling by air, they 
are traveling by private automobile. But what happens when and 
if we have to go into a mobilization emergency ? ane 375 of the 
biggest and largest and best airplanes on the airlines today are ear- 
marked for reserve air force fleet operations, under the so-ca!led 
Kraft plan, civil reserve air fleet. Those are aircraft capable of over- 
ocean travel, but they are also the aircraft which are carrying the 
bulk of the people today. So when we get into this emergency, where 
are we going to carry all these people, not only the military, but the 
added civilian requirements that go on top of it. I don’t know. 
Some say put them in boxcars. This soldier sometimes expects a 
little more, but what of our boxcar situation? The situation on 
class A boxcars is not too good today either and in time of war those 
are the cars we use for the movement of ammunition. I don’t know 
how we are going to move troops if we should have an emergency 
tomorrow. We do not have the capacity. The Army has done con- 
siderable in setting aside a reserve of passenger cars and is trying 
to do more. But the situation on the railroads, the carrier on which 
we will have to depend, is serious in my opinion. 

It is my belief—first of all, let me say this: I quite considerably 
agree with what Mr. Genet said a few moments ago, with a few 
exceptions. 

Senator Lauscue. Would you get directly to it, because I will have 
to go down to a vote. If you can enumerate what you think should 
be done, I don’t think it will require any elaboration. 

General Lasuer. Yes, sir. The Interstate Commerce Act should 
be redrawn. I believe that the state of the art, the state of the trans- 

ortation art has overtaken this act which was drawn in 1887 and 
as only been patched and amended since. 

Senator Lauscue. All right. 

General Lasuer. I think that act should be in broad general terms 
rather than in the specifics it now carries and flexible enough to ac- 
commodate those advances in transportation which I am sure are 
going to occur in the future. I do not preclude the use of missiles, 
for instance, certainly in the carriage of mail and later otherwise. 

Further, all present modes of transportation moving in interstate 
commerce should be placed subject to this act, including the air. 
We presently have the two regulatory bodies, the CAB and the ICC 
which neither are obliged to check with one another as to the effects 
of their action on our transportation industry, and it is one industry, 
it is one industry on which we must depend, each doing in its own 
economic sphere that which it should do. 

I believe, further, that all present modes must be placed on equal 
footing so far as the promotional role of the Government is con- 
cerned. In the promotional role I put everything which is not regu- 
latory, include the subject of subsidization and so forth which have 
come up at least this morning in your questioning. 

And last, but not least, I believe a study should be undertaken 
to—by the Congress to evaluate in the light of present and future 
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technology the changing nature of and requirements for labor in the 
transport industries, and the role of labor agreements in these in- 
dustries’ development. 

I believe these actions to be essential to a proper solution of the 
problem. I believe that some of these things that have been talked 
about here today, one proposition of setting up a fund from which 
carriers can borrow money at low rates is not solving the problem, 
it is merely meeting the manifestations of the problem. The mani- 
festation is this deteriorating situation. That is merely the result. 
We want to get at the heart of the thing. I think we must start 
at the beginning with the act to regulate interstate commerce and in- 
clude everything. Give the word “interstate” as broad an application, 
as broad a definition as we possibly can. I realize that certain private 
carriers cannot be included, but we should certainly tighten up or 
rather more generally include more interstate commerce carriers. 

Senator Lauscuer. All right, thank you very much. 

General Lasner. Thank you very much, sir. 

Mr. Barron. Senator Lausche asked me to announce that we will 
have a recess of 20 minutes. 

Recess taken.) 
enator Lauscue. I think we can start right now. Our next wit- 
ness is Maj. Gen. Samuel R. Browning, United States Army. 

General Browning, United States Army. 

General Browning, if you will proceed. 


STATEMENT OF MAJ. GEN. SAMUEL R. BROWNING, UNITED STATES 
ARMY 


General Browntne. Mr. Chairman, my name is Samuel R. 
Browning; I am Deputy Chief of Transportation, Department of the 
Army, and I am appearing to present testimony on behalf of the 
Department of Defense in connection with the railroad situation now 
under study by your subcommittee. 

I have submitted a prepared statement which I would like to have 
in the record. 

Senator Lauscuer. That may be done. 

(The complete statement of Maj. Gen. Samuel R. Browning, major 
general, United States Army, is as follows :) 


My name is Samuel R. Browning, Major General, United States Army. I 
am the Deputy Chief of Transportation, Department of the Army. I am here 
at the invitation of your subcommittee to offer testimony for the Department 
of Defense in connection with the railroad situation now being considered by 
your subcommittee. 

I intend to show, first, the importance of railroads to national defense dur- 
ing peacetime and in an emergency; and, second, the military requirements for 
rail service within the United States during peacetime and in an emergercy. 
In covering these points I will describe in general terms the military’s use of 
rail transportation during World War II and at the present time; reductions 
in the railroads’ car supply and the military’s concern over these reductions; 
complexities of forecasting military requirements for commercial transporta- 
tion, and what the Department of Defense has done and is doing to assist in 
providing the rail transportation mobilization base adequate for national de- 
fense. Because your subcommittee has been furnished ample statistics by 
representatives who have already appeared, I shall refrain from presenting 
more except where necessary to illustrate a point. 

Transportation is often called the backbone of the United States economy. 
I prefer to think of it as the arteries along which flow the lifeblood—the 
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Nation’s population, raw materials, produce, and manufactured goods. Any 
restriction of this flow has an immediate impact upon the economic health of 
the country. 

History is replete with examples where battles and even wars have been won 
or lost through transportation, dating from antiquity to modern times. The 
prominent part played by transportation during World War II is well docu- 
mented. It would be condescending for me to cite examples to you. The War 
Production Board’s history of transportation equipment policies speaks elo- 
quently of the accomplishments of the transport industry when it states: 

“It is one of the more remarkable records of World War II that the planning 
for transportation which, owing to its character, necessarily had to be long 
range, was adequate, met all war demands and even some nonessential ones, 
and did not detract in any way from vigorous pursuit of direct war production 
and logistics.” 

The Department of Defense considers a strong, healthy transportation system 
an essential for national security. As aptly stated by Senator Smathers in his 
opening remarks before this subcommittee, a strong military posture and a 
strong economy—‘“demand a strong transportation system operating at peak 
efficiency. Military preparedness and military defense depend upon efficient 
transportation of all types—airplanes, trucking, the merchant marine, and 
indeed railroads.” 

In policies and actions the Department of Defense has cooperated with the 
activities of the Government regulatory agencies responsible for fostering sound 
economic conditions in the transportation industries. In addition, the military 
departments have cooperated with the various carriers in their attempts to 
improve existing service and to institute new methods and procedures for more 
efficient operations. . 

Within the United States the Military Establishment places almost complete 
reliance on commercial carriers for transportation. Department of Defense 
Directive 4500.9 provides that— 

“A. The economic resources of the Department of Defense inherent in its 
large procurement of commercial transportation will not be employed in such 
& manner as will adversely affect the economic well-being of the commercial 
transportation industry. 

“B. In view of the reliance of the military services during periods of mobili- 
zation or war on all modes of transportation, preferential consideration in the 
routine procurement of transportation will not be accorded one mode of trans- 
portation as against another. 

“C. Commercial transportation service will be employed for the movement 
of personnel or things when such service is available or readily obtainable and 
satisfactorily capable of meeting military requirements.” 

The economic health of the rail transportation industry in the United States 
is of. special interest to the Department of Defense because past experience 
and potential requirements indicate the significant role of rail transportation 
in national defense. During World War II (December 1911—August 1945) 
the railroads carried more than 90 percent of all Army freight within the 
United States moving on Government bills of leding and 97 percent of all 
Army organized group passenger movements. Complete tabulation by mode 
is shown below: 
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During peacetime in selecting the means of transportation for the movement 
of military freight traffic the military services follow a policy of selecting 
“The least costly means of transportation * * * which will meet military re- 
quirements and still be consistent with governing procurement regulations and 
transportation policies as expressed by Congress, contingent upon carrier ability 
to provide safe, adequate, and efficient transportation.” This has resulted in 
the following percentage distribution of DOD traffic for fiscal year 1957: 


I. Freight 
[Percent] 


Shipments Tons | Ton-miles Charges 


II, Passenger 


[Percent] 


Passengers Passenger- Charges 


There is no correlation between wartime traffic distribution and peacetime 
utilization because, while the factors governing the selection of a form of trans- 
portation for military movement are the same during both periods, the weight 
given to these factors differs greatly. During normal times, next to meeting 
the logistics requirements of the military services, cost is the dominant factor. 
During war, the availability of service to satisfy the needs of the military services 
is a dominant factor. 

From the military standpoint, rail transportation has some unique advantages, 
even under atomic war conditions. First, it has great capacity and can haul 
so much tonnage in relation to the facilities required. Large-scale carrying 
capacity becomes available as soon as a railroad exists and operation starts. 
This capacity can be increased through a variety of devices. The railroads’ 
performance in World War II attests to that fact. Statistics for the 5 years 
ef 1941 to 1945, inclusive, show that the average loading of less-than-carload lot 
in merchandise cars increased from an estimated 5.5 tons in 1941 to an average 
of over 9 tons in the succeeding 4 years. According to estimates made in ODT’s 
historical report this increased utilization of merchandise cars accomplished 
the release of 322,609 cars during 1943, 1944, and 1945 for use in the movement 
of military and civilian carload freight. 

Likewise, with 2.6 percent less passenger cars at the end of the war than at 
the beginning, rail passenger travel showed a startling increase in passenger- 
miles during the war years. Based on 1940 performance by the railroads this 
increase was 23 percent in 1941, 126 percent in 1942, 269 percent in 1943, 302 
percent in 1944, and 286 percent in 1945. 

The railroads have other characteristics which are desirable for military 
operations. Freight and passenger equipment can be assembled and moved in 
mixed trains. Military units moving in these mixed trains with their baggage, 
records, messing facilities, weapons, and impedimenta arrive at destination ready 
for military operations or for immediate movement by other modes of trans- 
portation to the area of operations. Plans for rail movements of military units 
are easily made and the move fully controlled centrally because of the standard 
equipment, procedures, and efficient communications system of. the railroads. 
These are important attributes to efficient military operations in emergencies. 

Railroads are accustomed to dealing with damage from natural causes and 
ean quickly restore trackage and structures for operations. One of the important 
lessons learned during the Korean war was the rehabilitation capability of the 
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railroads. In a relatively short time following bombardment, demolition, or 
sabotage the railroads can handle large tonnages and troop movements. This 
capability may be very important in future emergencies in which the United 
States may be involved. 

Another important characteristic of railroads, whose importance is magnified 
during war, is the economy of their operations in terms of requirements for 
manpower and fuel in relation to work performed. Scarcity of these resources 
could, as in World War II, divert traffic from other forms of transportation to 
railroads. 

Logically one might ask, if rail transportation is so important to the Military 
Establishment what are their requirements in terms of railway equipment? 

To understand the answer to this question one must be familiar with the com- 
plexity of determining military requirements. For that reason I shall make 
just a few general comments on that complexity. 

Under ideal conditions, requirements’ determination is one of the most difficult 
of deliberative and speculative tasks, requiring forecasting of the military, the 
political, and the economic situation of the future. Some economist has said 
that reliable detailed prophecy of the shape of international and national forces 
of even 5 or 10 years from now is beyond human capacity. - At best, requirements’ 
determination is based on strong probabilities of a few simple developments 
which are subject to great uncertainties as to times, places, number of military 
and civilian populations, new weapons and instrumentalities, and other con- 
jectural circumstances. Critics of the military services’ failure to produce ade- 
quate and reliable requirements are not familiar with the immensity of the task 
of war planning and requirements’ determination and they fail to see the 
inability to anticipate with any finality the nature of military tasks in war, the 
limitations imposed by budgets on requirements, and the uncontrollable variables 
inherent in the tasks. : 

The Department of Defense is responsible for determining transportation 
requirements for the conduct of military operations by the United States; how- 
ever, the Office of Defense Mobilization is responsible for formulating, coordi- 
nating, and establishing policies, programs, and plans to meet varying mobilization 
situations for land, sea, and air transportation systems and for the production 
of transportation equipment and supplies. Thus while considering military 
requirements, O. D. M. must take into consideration civilian requirements in- 
cluding the needs of war-supporting industries such as mines, steel mills, power 
plants, railroads, and munitions plants, and the need of the civilian population 
for the maintenance of life, health, and morale. Transportation for essential 
civilian activity must be considered along with military transportation 
requirements. 

The Department of Defense has developed some requirements for railway 
equipment under war conditions. These requirements are based on classified 
war plans which cannot be discussed in open session. These requirements were 
determined after painstaking collection and analysis of facts and opinions that 
have a bearing upon the rail transportation situation, and by using empirical 
formula developed by analysis of World War II experience, current movements 
performance data, and military personnel strength data. 

Using World War II criteria, for passenger movements we estimate that the 
mobilization requirement of the military departments will be 1,047 coaches and 
5,684 sleeping cars, or a total of 6,731 rail passenger cars. The total passenger 
ear mobilization requirement of 6,731 cars is approximately 50 percent of the 
total currently available passenger-car fleet of 13,727. We may have to change 
our criteria and use coaches instead of sleepers for long-haul troop travel if 
something isn’t done to remedy the shortage of sleeping-car equipment inasmuch 
as the present inventory of sleeping cars, 5,286, is 398 cars less than the military 
mobilization requirement. 

While it is estimated that the current supply of freight cars will be inadequate 
to handle that portion of the intercity freight traffic which would have to be 
handled by the railroads under mobilization conditions, no firm requirements 
for freight cars have yet been determined by the Department of Defense; how- 
ever, our initial prediction is that the military mobilization requirement will 
be about 142,250 freight cars. Broken down by type this requirement consists 
of 78,500 boxcars; 5,500 covered hoppers, 7,500 reefers, 24,250 gondolas, 17,000 
flats, and 9,500 tank cars. While this predicted requirement runs about 10 
percent of the current inventory, the major shortage is expected in flat cars 
where the military requirement is about 33 percent of the present flat-car fleet 
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of 50,100. (The current inventory of freight equipment, as reported by the 
Association of American Railroads, shows commercial ownership by class I 
railroads and railroad operated and controlled refrigerator carlines, to be 
1,824,603 cars. However, this figure includes 525,098 open-top hoppers not 
suitable for military utilization.) Department of Defense studies in this area 
are continuing. 

The increase of the gross national product and the growth of the national 
population create additional demands on the Nation’s transportation system. 
If they continue to grow as anticipated, with the resulting traffic being diverted 
from rail to the other modes: of transportation, the present. rail problem. will 
be aggravated to more serious proportions. 

In connection with the correlation of the gross national product, population 
growth, and intercity ton-miles of transportation, it is significant to note that 
while other modes of transportation consumed more ton-miles during the 
period 1947-55, railroads’ per capita ton-miles declined 15.8 percent and dropped 
from 65.24 percent of the total ton-miles to 49.4 percent. This within a period 
(1940-57) when the gross national product increased 336.3 percent and the 
population grew 29.59 percent. 

The Department of Defense is particularly concerned over the decline of 
the rail transportation plant. It has collaborated with civilian mobilization 
agencies in their consideration of materials allocation, priorities, guaranteed 
loans, accelerated tax amortization, ete. In addition, the Army has stored 
between 1949 and the present time, 1,066 unused Pullman cars on military 
trackage as a mobilization reserve and is compensating the Pullman Co. at a 
rate of 3 percent.per annum on the scrap value of the cars. (Scrap value runs 
from $2,000 to $3,000 per car). Additional arrangements are being made to 
store 156 more Pullman cars which will bring the total of stored cars up to 
1,222. Because of the large reductions in the active fleet of both Pullman 
ears and coaches within the last few years, we are considering the advisability 
of establishing a mobilization reserve of intercity rail coaches. 

These actions are at best only stop gap expedients by the military to preserve 
for a time some measure of immediate expansion of capability. They do not 
strike at the root of the problem, the declining railroad traffic. 

In connection with the 1956 petition of the eastern railroads for a 45 percent 
increase in first class fares (ICC docket 32032), the Department of Defense 
participated in the proceedings only to the extent of pointing out that it was 
believed that approval of the proposed fare increase would adversely affect the 
military departments and the public interest, particularly during a national 
emergency, and the diminishing rail traffic resulting therefrom would result 
in the rail carriers not being in a position to support future military require- 
ments and provide essential service required during a national emergency. 

We have studied the recent legislative proposal (S. 2906) whose objectives 
are to increase, modernize, and stockpile railroad equipment essential to the 
national defense. We favor the objectives of that proposal although resolution 
of the complex questions of economic and political philosophy raised by it do 
not appear to be the province of the Department of Defense. 

For the last year or so, representatives of the Department of Defense have 
been in communication with railroad representatives discussing ways and means 
of providing an adequate mobilization base of rail passenger equipment. 

The Department of Defense stands ready to assist in helping to provide the 
necessary railroad transportation mobilization base, however, the economic prob- 
lems involved in adjusting to changing conditions are largely outside the purview 
of the Department of Defense. They must be solved by railroad management 
together with the legislative and regulatory bodies that are in the most favorable 
position to evaluate the effect of proposed policies on the transportation industry 
and the national economy as a whole. 


General Browntna. As I understand it, you would prefer to have 
me give my testimony extemporaneously ? 

Senator Lauscue. That is correct. 

General Browntnea. I will endeavor to show first the importance 
of railroad transportation to the Department of Defense, and, second, 
the requirements, military requirements, for railroad transportation 
for national defense in wartime and in peacetime. 
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In covering these two subjects I will discuss the use made by the 
Department of Defense of railroad transportation both in World War 
II and at the present time. I will discuss some of the reductions 
in the railroad traffic and in their plant and the Department of 
Defense concern over these reductions. I will discuss briefly some 
of the complexities of forecasting military requirements for military 
transportation capacity in wartime and, finally, what the Department 
of Defense has done and is doing in an attempt to assure an adequate 
rail transportation mobilization base. 

Transportation is often referred to as the backbone of the economy. 
I prefer to think of it as the artery through which the lifeblood of the 
economy flows, the pore, the raw materials, the produce, and the 
manufactured goods. y restriction in this system has an imme- 
diate impact on the economic health of the Nation. 

History is replete with many examples where either the presence 
or lack of adequate transportation has had a critical significance 
with respect to the outcome of battles and wars and I will not state 
examples because I know everyone is familiar with many of them. 

The Department of Defense considers a strong, healthy transporta- 
tion system as essential for national security. And we heartily endorse 
the opening statement made by the chairman of this committee, in 
which he stated that a strong military posture and a strong economy 
demand a strong transportation system operating at peak ene 
Military preparedness and military defense are dependent upon effi- 
cient transportation of all types, trucks, airplanes, railways, and the 
merchant marine. 

In their policies and actions the Department of Defense has co- 
operated with the regulatory agencies a are charged with fostering 
sound, economic conditions in the transportation industry. In addi- 
tion, the military departments have cooperated with the individual 
carriers in their efforts to improve existing service, and in developing 
new methods and procedures to improve the operating efficiencies 
of the transportation system. 

The economic health of the railroads is of special interest to the 
Department of Defense because our past experience, and our potential 
requirements, indicate the very significant role that the railroads 
play in supporting military operations. During World War II, in 
the period from 1941 to 1945, over 90 percent of the Army and Air 
Force government bill of lading freight was moved on the railroads, 
and 97 percent of the passenger traffic moved in groups by the Army 
and Air Force were moved on the railroads. 

Now, in peacetime the Department of Defense policy is that we 
will select for our movements, as between modes, that mode of 
transportation which is least costly and still meets all of the military 
requirements, and which also meets the requirements of our procure- 
ment regulations and complies with the transportation policies as 
enunciated by Congress. 

Using this method of distribution of traffic during 1957, we find 
the distribution as follows: In freight traffic, rail, 49—this is in tons, 
rail, 49 percent; motor, 37 percent; air, one-tenth of one percent, and 
other forms, that is, water, freight forwarded, express, and so forth, 
14 percent. 
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On the passenger side—— 

Senator Scuorpret. Mr. Chairman, and General, if you don’t mind 
an interruption here. 

General Browntna. Not at all, sir. 

Senator Scuorrre.. I am trying to follow and check your statement 
here. 

Here is something on page 4, and the very matter that you are 
testifying to here, that I would like to have some enlightenment on. 
I cannot understand it. 

On the freight side you say rail, 29.4 percent; tons, 49.2 percent; 
ton-miles, 52.5 percent ; charges, 38.8 percent. 

General Brownrnea. Yes, sir. 

Senator Scuorrren. Now, let us go to the motor carrier. 

General Brownine. Yes, sir. 

Senator Scnorrret. Motor carrier, 55 percent on the freight; tons, 
86.8 ; ton-miles, 31.6, and charges, 51.9 percent. 

General Browntne. Yes, sir. 

Senator ScuorrrreL. Now, it would appear to me that railroads 
move considerably more tonnage, percentagewise ? 

General Browntna. Yes. 

Senator Scnorrrer. And moved a lot more than the motortruck 
transportation, and yet got terrifically more of the percentage on the 
charges. Now, why isthis so? 

General Browntne. I think the answer to that, sir, is that the com- 
modities noved on the railroads—a larger percentage of the commodi- 
ties moved on the railroads are more low-rated commodities; that is, 
the bulk commodities. 

Senator Scnorpper. In other words, heavier bulk ? 

General Browntna. Yes, sir. 

Senator Scuorrren. I see. That explains one thing to me. I 
couldn’t harmonize that, looking at the cold record here. 

General Brownina. Yes. 

Senator Lauscue. It would seem that the ratio of carriage was 4 
tons by rail to 3 tons by motor, but the income was the reverse, $3 
to rail and $4to motor. That is the point you are making? 

Senator Scnoerren. Yes. 

Now, does that mean, general, that the trucklines are—using the 
expression only—skimming off the cream of this, and leaving the heavy 
bulky matters which lend themselves more readily to rail shipments? 

General Browntna. I don’t think it necessarily means that, Senator. 
It means that there are certain bulk commodities that the trucks do not 
normally carry. Now, I don’t think it necessarily means that they 
are skimming the cream of the traffic, so to speak. They are more 
adaptable to a higher-rated commodity than they are to the bulk 
commodities. 

Senator Scnorrre,. Thank you. 

General Browntna. Now, in the passenger field the peacetime dis- 
tribution should be looked at from two different viewpoints. First, 
as to total number of passengers, the rail was 30 percent, the air 
26 percent, and the bus 44 percent. Whereas if we convert that to 
passenger-miles we will find the complete reverse in the order, rail 
40 percent; air, 49 percent; and bus, 11 percent. 
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Now, the reasons for the difference in the distribution of traffic in 
peacetime and war may be somewhat difficult to understand. How- 
ever, we use the same factors in both cases. In peacetime we usually 
have several alternative methods of moving our traffic. We move 
it by the least costly method which can provide adequate services. 
Whereas, in wartime, normally our military requirements are more 
severe, more demanding, and also we are usually required to use the 
form of transportation that is available. In other words, availability 
is the most important factor in wartime when the full transportation 
system is in use, and we do not have normally the choice which would 
make cost a very important factor at that time. 

Furthermore, in wartime, as has been pointed out by General Lasher, 
there will undoubtedly be diversion to other missions, overseas mis- 
sions of some of those forms of transportation which now carry some 
of this traffic, like the airplanes. There will also undoubtedly be 
shortages of certain commodities, such as rubber, petroleum products, 
and labor, which will reduce the capability of all forms of transporta- 
tion, perhaps some more than others. 

The railroads have certain unique features which are of particular 
advantage tothe military. In the first place, once the railroad is built 
a large capacity is available in comparison to the amount of rolling 
stock, labor, that is required. 

As an example of the capability of expansion of capacity in the rail- 
roads, during World War II it was found, and this comes from the 
report of the Office of Defense Transportation, that by increasing the 
average loading of 1. c. 1. merchandise cars from 5.5 to 9 tons, it was 
estimated that there were 322,000 cars released for carload traffic for 
national defense and the national economy. 

On the passenger side, although the total passenger equipment avail- 
able declined somewhat during the 4 years of the war, the total 
passenger-miles carried during the peak year in 1944 was about 300 

rcent greater than the total number of passengers carried from the 
first year of the war. 

Another feature of the railroads that is desirable from a military 
point of view is their ability to move units, together with their equip- 
ment and all their accouterment under central control from one place 
to another, so that they arrive at their destination completely ready 
to either fight or to be transferred to the next form of transportation. 
That has military advantages which are hard to find in other forms 
of transportation. 

The railroads, through their long experience in repairing damage 
due to natural disasters, are in a very fine position to repair damage 
that might be caused by enemy action. One of the lessons we learned 
in Korea was that although railroads could be knocked out they 
could usually be put back into operation in a relatively short time. 

Now, I would like to speak briefly about the computation of military 
requirements, in view of the importance that the Department of De- 
fense places upon this rail transportation it would be logical to ask 
what do we need. Even if the particular conditions surrounding any 
future mobilization could be accurately predicted, which they cannot, 
it would be almost impossible to make an analytical determination of 
the direct military requirements for each mode of transportation. 
Furthermore, the direct military requirements form only a part of the 
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total national defense requirement. The latter includes war-support- 
ing industries, civil defense, and general support of the civilian popu- 
lation. These latter requirements are a responsibility of the Office of 
Defense Mobilization. 

In spite of the problems involved, the Department of Defense does, 
and has, determined some projected or estimated requirements for 
railroad equipment in the event of a war. We have done this by a 
collection of facts and opinions having a bearing on the problem, from 
the use of empirical formulas developed from our World War II 
experience, from current movement data and from projected military 
strength data. These computations have given us an estimate of our 
eee requirements, 1,050 coaches and 5,700 sleeping cars. 

is constitutes aproximately 50 percent of the entire availability of 
passenger equipment on the railroads today, and in the one category, 
sleeping cars, it constitutes a total of 400 greater than the present total 
number of sleeping cars available. Now, this difference in sleeping 
cars could be taken care of if we accept the fact that, as we undoubtedly 
would, that coaches could be used for cross-country trips if the neces- 
sity arose. 

n the freight category we have estimated our requirements in 
freight cars to be approximately 142,000 during the peak movement 
requirement. This constitutes about 11 percent of the total usable 
freight equipment, that is usable for the military. If you break down 
this total freight to the various classes, there is only one that appears 
to be particularly critical, and that is flatears. Our requirements are 
about 33 percent of the total availability of flatcars on the railroads. 

Now, it is only reasonable to believe that our gross national product 
is going to continue to rise, and that our population will continue to 
increase, and if, as the experience has been in the past 10 or 15 years, 
if a large proportion of this increased traffic—that is a reducing pro- 
portion of this increased traffic is carried by the railroads, the situation 
of the railroads will undoubtedly deteriorate further insofar as their 
capability to meet an emergency is concerned. 

t is significant that during the period from 1940 to 1957 our gross 
national product increased 336 percent. There is an inflation factor 
in this of course, but that is in current dollars at each period. The 
population during that period increased 29 percent, but from 1947 to 
1955, a portion of that period, the railroad per capita ton-miles de- 
clined 16 percent, and their percentage of the total ton-miles declined 
from 65 percent to 49 percent. 

The Department of Defense has collaborated with civilian mobiliza- 
tion agencies in consideration of materials allocations, priorities, 
guaranteed loans, accelerated tax amortization and various other 
measures, and in addition, the Department of Defense, the Department 
of the Army, has stored on their own trackage, 1,066 sleeping cars, 
which have me excess to the railroads, and which would otherwise 
have been either scrapped or converted to workcars or other types of 
cars. 

Senator Scuorrret. Mr. Chairman, and General; you talk about the 

uirements of the military, which of course, is the national defense. 

neral Brownina. Yes, sir. 

Senator Scuorrrer. And the railroads being in a position to meet 
some of these emergency requirements ? 








PROBLEMS OF THE RAILROADS 1813 


General Browntine. Yes, sir. 

Senator Scuorrret. Now, it does not seem fair to me to expect the 
railroads to be responsible for having all of that equipment necessary 
to meet these emergencies without some consideration being given to 
the railroads for it. 

General Brown1ne. We would feel that we would not expect, under 
sound business operations, that the railroad would hold reserve equip- 
ment purely for the purpose of meeting wartime emergency. 

Senator Beninietac. Therefore, would it not seem reasonable that 
there should be some allowances or a reasonable adjustment somewhere 
worked out that the railroads would be justified in maintaining, cer- 
tainly, some of this needed equipment in that category? In other 
words, that is a burden that the railroads, themselves, should not have 
to sustain ? 

General Brownie. I would not want to state, Senator, any opinion 
as to how this situation should be met, as a Department of Defense 
witness. 

Senator Scuorrre.. I realize that. 

General Brown1na. However, the Department of Defense feels very 
strongly that the railroads under the present situation, and what we 
see in the future, will have great difficulty in meeting the needs and de- 
mands that will probably be placed upon them in the event of ‘an 
emergericy. ; 

Senator Scuorrre,. Thank you. 

General Brownina. The Department of Defense, as I previously 
stated, has stored on their own tracks, on their own trackage, 1,066 
sleeping cars. These are included in the national totals that I have 
referred to before. 

We are paying the Pullman Co. at a rate of 3 percent per year on 
the scrap value of these cars. We felt that this was one way that the 
Department of Defense could at least assist in maintaining some re- 
serve of equipment for mobilization purposes. 

These measures are only stopgap measures, and do not really strike 
at the root of the trouble, which is the declining railroad traffic. The 
Department of Defense participated in the 1956 petition of the east- 
ern railroads for a 45 percent increase in first class fares only to the 
extent of pointing out that we felt such an increase of fares would in- 
evitably only tend to divert more traflic away from the railroads, there- 
by reducing the number of passenger cars available and thus further 
deteriorating the position for support of defense requirements. 

We have studied the recent legislative proposal, S. 2906, which 
has as its objectives to increase, modernize and stockpile railroad 
equipnient for national defense. The Department of Defense very 
definitely favors the objectives of this legislation. However, the com- 
plex questions of economic and political philosophy involved are not 
considered to be within the purview of the Department of Defense. 

In summary, the Department of Defense feels that the railroads are 
very essential to national defense. We feel that the proportion of the 

resent railroad capability that will be required to meet estimated 
Jepartment of Defense requirements is very large. 

We are only one claimant, really, in the event of an emergency, al- 
though we have a high priority, and we feel that the additional re- 
quirements for war-supporting industries, civil defense, support of the 
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population, will have to be seriously curtailed in order to meet the 
estimated military requirements if the situation goes on as it is today. 

The Department of Defense stands ready to assist in any manner 
that we can in providing and maintaining a sound rail transportation 
mobilization base. However, the economic problems of adjustment 
to changing conditions, as I stated, we feel are outside of our purview. 

It seems that the solution to these problems must be arrived at be- 
tween railroad management and by the legislative and regulatory 
bodies who are in the best position to evaluate the various proposals 
that have been made as to their effect on the total transportation in- 
dustry and on the national economy as a whole. 

That completes my testimony. 

Senator Lauscurz. Senator Smathers? 

Senator Smaruers. I didn’t hear the first part of your testimony, 
which I regret, because I was out of the room. I did hear you say that 

ou thought that the railroads, of course, were essential to the Defense 
partment. 

General Browntna. Yes, sir. 

Senator Smaruers. Not only, I presume, in ordinary times, but 
obviously it would be greatly so in emergency times? 

General Browntna. Yes, sir. 

Senator Smatuers. Do you think that it is of such importance to 
the defense picture that there should be some stockpiling program 
with respect to cars and equipment entered into by the Defense De- 
partment with the railroads? 

General Browning. Senator, we have, as I stated, done some stock- 
piling, in that we have stored on our own trackage and are paying 
the Pullman Co. for some one thousand-odd pullman cars. In addi- 
tion, we have in the interchange fleet what is known as our Depart- 
ment of Defense interchange fleet, a very substantial number of tank 
cars, heavy-duty flats, and other cars of particular needs of the De- 
partment of Defense which are not normally furnished by the 
railroads. 

However, I do not feel that the Department of Defense should 
be the one to provide an overall reserve of equipment to meet the 
total needs of the national economy. 

Senator Smatuers. Do you people participate in the stockpiling 
of the merchant marine ships which you think you need; that is, 
ships other than the military ships, and the naval ships, which you 
think that you might need in the event of an emergency ? 

General Brown1ne. We turn over those ships that are not required 
for active operation during peacetime to the Maritime Administration 
for storage in the reserve fleet. We do, sometimes, carry some vessels 
in what is known as a ready operating status, or ready reserve status, 
where we feel that an emergency might require the immediate use 
of more ships than we can see available. 

Senator Smaruers. You don’t believe that type of a program with 
respect to railroad cars is necessary ? 

xeneral Brown1ne. Do you mean—— 

Senator Smatuers. Stockpiling over and above what you are now 
stockpiling in the event of an emergency, similar to that which you 
are doing with certain merchant marine ships ? 
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General Brown1nc. Well, I don’t—I wouldn’t care to comment on 
whether it is a sound policy to expend money for this pur of 
stockpiling for this particular purpose. However, we feel that any 


stockpile that could be established would be valuable as a military 
reserve. 


Senator Smaruers. All right, sir. Thank you. 
I have no further questions. 
Senator Scuorrret. No further questions. 


Senator Lauscur. No further questions. Thank you very much, 
Senator Lauscugr. Mr. Ropes, please. 


STATEMENT OF COMMISSIONER JOHN M. ROPES, IOWA STATE 
COMMERCE COMMISSION 


Mr. Rorrs. Mr. Chairman and members of the committee, with 
your permission I have submitted a written printed statement, and 


{ would like to have that made a part of the record, and I will keep 
my remarks brief. 


Senator Lauscue. It will be so done. 
(The statement of Commissoner John M. Ropes is as follows :) 


My name is John M. Ropes. I am a member of the Iowa State Commerce 
Commission. It is an honor and a pleasure to appear before this committee 
today. I have tried to keep abreast of the testimony that has been presented 
to this committee throughout your hearing, especially that of the railroad 
officials ; however, a very heavy hearing calendar and an approaching primary 
election in Iowa have made it impossible for me to devote the time necessary 
to do so. 

Before I go further, I wish to state that I do not appear here today as an 
expert on trail transportation problems, nor do I profess to have the answer to 
the many acute and chronic ills of our Nation’s railroads. My personal views 
and conclusions presented to you result from my contact with the railroads 
of the Midwest operating in Iowa and subject to the jurisdiction of the Iowa 
Commerce Commission, of which I have been a member since December of 
1952, and from studies made by the railroad passenger deficit committee of the 
National Association of Railroad and Utilities Commissoners. I have been a 
participating member of this special committee for the past 5 years, and I wish 
to concur in the statement that has been presented to your committee by Com- 
missioner Walter McDonald, of Georgia, who is chairman of the NARUC rail- 
road passenger deficit committee. 

The complex problems of the railroads have been sufficiently discussed before 
this committee by representatives of the industry itself. You have heard 
several requests for proposed legislation; therefore, I will not labor you with 
a complete review of the several problems already shown to you, nor will I 
endeavor to justify the arguments that have been presented to you favoring 
or opposing any of the particular solutions recommended by prior witnesses. 

This committee might be interested to know that the publicity on your investi- 
gation has reached the smallest village and hamlet of the rural Midwest. This 
has resulted in an awakening of the shipping public, especially the users of 
rail facilities, to the problems of our railroads. Today you will hear an in- 
formed and enlightened discussion of these railroad problems on the street 
corners or wherever people congregate in our small Iowa towns. 

To fully appraise myself of the views and feelings of our Iowa people and 
lowa’s industries who are concerned with rail transportation, I composed a 
questionnaire dealing with the problems discussed by the railroad company 
officials before this committee. This questionnaire was mailed to approximately 
900 grain elevators and to members of the Iowa Industrial Traffic League. 
Attached to appendix A is a sample copy of the questionnaire. Attached as 
appendix B is a statistical breakdown of the replies on this questionnaire. The 
percentage of those responding indicates there is a considerable interest among 
our users of rail transportation in Iowa. 
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I would be glad to turn to these appendixes if you wish to discuss any feature 
of the quenstionnaire. 
The invitation I received to appear before this committee stated that the 
areas with which you are concerned are as follows: 
1, Matters on which the railroads may help themselves at present without 
further action by Congress or the Interstate Commerce Commission. 
mt Desired changes in Interstate Commerce Commission policies under exist- 
law. 
3. New legislation necessary to insure a sound railroad industry as an integral 
part of the national transportation system. 
I am sure that you now know that each of the aforementioned areas of dis- 
cussion could quickly provoke a violent debate. To lend continuity to my 
presentation and to be as brief as possible I will circumscribe my discussion to 
the requested areas in the above order. 
1. Matters on which the Railroads may help themselves at present without 
further action by Congress or the Interstate Commerce Commission : 
The railroads must develop new attitudes and new approaches to problems 
brought before the state regulatory bodies. Piecemeal requests by the railroads 
to state commissions for authority to remove trains and agency service fails to 
impress state regulators. The old axiom, “Ask and ye shall receive,” should 
become the policy of the railroads, and each application should be of such 
magnitude that its relation to the system operation can be readily appreciated. 
In far too many instances the application is isolated from the overall railroad 
picture. If the railroads have a program that is salable they must sell it. 
The railroads must try new ideas and make experiments in gaining new 
business. The art of mechandising is not one of the railroads’ strong points. My 
point here may be summed up by saying, “Some railroads still try to sell their 
service with a handshake and a cigar.” 
The movement of railroad less-carload freight by motor truck has been most 
successful. This appears to me to be a program that should be expanded. 
Savings have been shown, and generally we have a greatly improved service 
where the railroads have undertaken to handle package freight by highway 
vehicle. In addition, boxcars formerly used in peddle service of package freight 
have been made available for carload shipping. 
There must be rearrangement of passenger train service if this service is to 
be available in the future to the public. 
It should first be appreciated that except for a few of the very finest trans- 
continental passenger trains, most passenger train schedules are determined 
by the postal department needs. Since revenue from passenger-train operations 
are broken down, it is quickly seen that of the three types of revenue, railway 
express revenue, and mail revenue, ticket revenue is generally insignificant and 
could in no wise warrant the continuance of a passenger train operation. That 
being so, and the postal department apparently anxious to transfer as much 
mail revenue to highway trucks and the airlines as possible, the railroads 
naturally try to protect the mail revenue from passenger train operation at 
the expense of a passenger schedule which would attract and encourage greater 
passenger use. 
I should like to point out the fine approach to this problem made by the 
Chicago & North Western Railway Co. before the Wisconsin Public Service 
Commission last year. There the railroad requested it be allowed to rearrange 
practically its entire passenger service in that State; some trains to be taken 
off, schedules to be rearranged, and new trains to be put on. The presentation 
to that Commission enabled that Commission to see the broad picture of 
passenger service by the C. & N. W. in Wisconsin. As a result the Commission 
granted about 90 percent of the railroad’s application retaining a serviceable 
and financially stronger passenger operation for that State. This is an example 
of what can be accomplished by an imaginative and thorough presentation of 
a railroad problem to a regulatory body. 
Certain railroad rates could well be decreased on a trial basis. During the 
trial period the regulatory body could determine the effect of such rates on 
the carrier’s operation and on the shipping public, and determine whether the 
trial rate is compensatory. A few railroads have done this with success, as 
was recently shown in an article in the Wall Street Journal. 
Consolidation of some rail services should be made rather than the discon- 
tinuance of such service altogether. The Minneapolis and St. Louis Railway 
Co. has initiated a program in Iowa and surrounding States providing for dualiza- 
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tion of agency service in some of the smaller communities located on its line. 
Other carriers are doing likewise. Briefly, this program provides for 1 man 
handling the railroad business of 2 or more small communities. Where the 
program has been inaugurated with the authority of the State commission the 
people of those communities have been satisfied with the service, and the railroads 
have made a substantial savings. 

In my opinion the railroads as an industry have failed miserably in the im- 
portant field of public relations. It is only in the last few years that I have 
seen any effort put forth to enlighten the public on railroad problems. It is 
obvious that an informed public will support worthwhile legislation program 
to remove archaic State statutes which inhibit proper managerial discretion in 
the operation of our railroads. Shippers and users of rail service appraised 
of such services as well as the problems connected with such services will sup- 
port rather than oppose railroad applications before State and Federal regula- 
tory commissions. 

A greater emphasis needs to be placed on solicitation of business by the rail- 
roads in the nonurban areas. This, it seems to me, must be done by showing 
these communities that to a great extent their interests and the interests of the 
railroad are identical. This is to say no more than that the railroad must sell 
its services as a needed service in these smaller communities. 

Cooperation among these several forms of transportation could result in 
greater revenues to our common carriers and in better service to the public. 
Joint rail, truck, barge, and airline rates would expedite the movement of pas- 
sengers and freight by common carrier and would tend to lessen the hostility 
existing between the competing carriers. Such a program may be wishful 
thinking, and I am sure there are those who would say that such a program 
would ruin the established rate system of our common carriers, but I believe 
our carriers will find it necessary to provide such a program if we are to re- 
tain a multiform transportation system. 

Certainly the joint use of facilities of the railroads, trucks, barges and air- 
lines would be ideal, but perhaps too much to hope for in the immediate future. 
However, joint operations of freight and passenger facilities of the railroad, 
such as depots, freight houses, pickup and delivery service, etc., should be within 
the realm and accomplishment of men who are dedicated to solving the prob- 
lems of providing good common carrier service in a field which has extremely 
high fixed costs and poor return on the investment. 

For example, it is obvious that pickup and delivery service by each railroad 
is wasteful duplication that could be reduced substantially by consolidating this 
into one service for all lines at a particular point. For example, in Des Moines, 
Iowa, we have railroads performing pickup and delivery service. The truck 
contractors of each railroad make the same tour of the shippers’ docks each 
day, none operating at capacity, and all contributing to the traffic tangle in 
the business and industrial areas of our city. One fleet of trucks, perhaps 
radio equipped, could well handle all of the pickup and delivery service for 
these railroads serving Des Moines. I am certain the same is true for cities 
all over the country. 

Some railroads have already recognized, and I am sure others must in the 
future, that large terminals in the heart of our cities are an expensive opera- 
tion for the railroads in terms of time and money. The future will see more 
railroads moving yards out of large cities, building electronically operated yards 
in an area where the railroad has room to operate, and will see valuable land 
in the heart of our cities available for future city growth. 

The problems of labor, in my estimation, are the most serious, the most sensi- 
tive and, of course, the most perplexing of all railroad problems. The dif- 
ference in views of labor and management are such that it appears almost im- 
possible to find a middle ground. I have tried to be objective in my approach 
to this problem. 

The conversion from steam to diesel locomotives, the development and re 
finement of centralized train control systems, the modernization of track con- 
struction and repair, the mechanization of accounting and car service pro- 
cedures, as well as many other laborsaving devices of our modern times, have 
reduced railroad employment approximately 50 percent since the beginning of 
World War II. It hardly needs to be added that one of the reasons for this 
decrease in employment is attributable to the increased use of trucks ond pas- 
senger automobiles and airplanes that have cut the freight and passenger busi- 
ness of the railroads, causing a reduction in the number of passenger and 
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freight trains operated. In spite of this large employment reduction in the 
railroad industry the evil of “featherbedding” in some of the crafts still ex- 
‘ists. It seems to be a built-in feature of many railroad labor contracts. In 
“addition to this, in some States “full crew” laws sanction the continuance of 
“featherbedding” under the guise of safety. By this I do not wish to indicate 
that all such provisions are designed to protect unessential employees. I do 
feel, however, that the necessity for determining the number of men to operate 
a particular train in the interest of safety should be left to the experienced 
safety departments of the State and Federal regulatory commissions. I am 
sure my colleagues in other States would agree that a reduction in crew mem- 
bers could save many branch line operations, which are now marginal losses, 
without waiving one shred of safety. 

The seniority system utilized by the railroad brotherhoods has perhaps many 
good and worthwhile features. However, in my opinion, some of the solutions 
to the problems that such systems are supposed to provide are academic and 
certainly open to criticism. The seniority system when used as the only yardstick 
for employment protects and harbors the incompetent, discourages retirement 
at a reasonable age, destroys initiative, and curbs the movement of new blood 
into the industry. I have in mind an example that shows the evils of this system. 
A close friend of mine, and a representative of an operating brotherhood, has 
been recently “bumped,” in railroad terminology, by a man holding more 
seniority. The gentlemen I refer to has been with the railroad over 10 years, 
certainly long enough to have passed his apprenticeship. He has attained stature 
in this local community, participating in school, civic and fraternal organiza- 
tions. The tragedy in this case is the fact his family suffers—not because of 
his failure, but because of an established employment system over which he 
has little or no control. 

More cooperation by management with labor could help alleviate some of the 
employment problems existing today. For example, men with a great deal of 
railroad experience, over 45 years of age, are now on the “extra board” of one 
railroad while other railroads are hiring new men for the same type of work. 
This results because many railroads will not hire persons of such age. A pro- 
gram to rehabilitate surplus personnel for other vocations in railroading could 
and should be sponsored jointly by the brotherhoods and management. 


II. DESIRABLE CHANGES IN INTERSTATE COMMERCE COMMISSION POLICIES UNDER 
EXISTING LAW 


It is my understanding that certain railroads now keep two complete sets of 
accounting records, one for their own day-to-day operation and another for re- 
porting and filing information with the Interstate Commerce Commission. I do 
not know any of the details of this problem, but it would appear that this matter 
deserves some study by this committee or the Interstate Commerce Commission 
to determine whether reports to the ICC are essential to its proper regulation of 
the railroads. 

Iam sure we are all aware that there are reports that are sometimes perpetuated 
simply because of a decision not to change the status quo rather than continuing 
for proper information purposes. 

I would suggest that the Interstate Commerce Commission or some Federal 
body initiate a program to simplify tariff construction. Under the present com- 
plex system only an expert with many years of experience can determine a proper 
rate and be relatively sure he is right. 

This hodge-podge of rates and charges makes it difficult, if not impossible, 
for small industries without the aid of traffic exports to determine their costs 
of transportation. This certainly is not conducive to increased rail business. 
Since the railroads have taken no action on this matter, I believe that someone 
must. 

Some mention has been made of favoring mergers to relieve some of the 
railroads’ problems. Such mergers are subject to the approval of the Inter- 
state Commerce Commission. It is my personal opinion that until conclusive 
evidence is presented or more convincing arguments are made that the merg- 
ing of our Nation’s railroads would not dry up the bridge traffic of smaller 
lines, rendering them less capable of giving service. Such action would not 
be in the public interest. 

I further believe that national defense requires not 1, 2 or 3 transcontinental 
railroads, but several railroads much as they exist at present with their many 
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interchange points and gateways to the North, South, East and West. The 
value of our present railroad system to national defense needs little review 
by me. 

I believe also that it would not be in the public interest to allow wholesale 
mergers in the near future because of the large movement of business and 
industry occurring now and certainly to occur in the immediate future to new 
locations in the Midwest and Northwest from the Atlantic coast area. 

Such business would be artificially limited in locating and, in fact, may be 
prevented from relocating at all, since it could not assure itself of future rail 
transportation in any but the very larger communities. All small communi- 
ties, except those located on the main line of a major railroad, would prac- 
tically be precluded from attracting much needed industry. 

I believe the Interstate Commerce Commission has aided greatly the rail- 
roads by modifying its rate hearing procedures to provide quick relief where 
need has been shown. Certainly no fair criticism can be made in the handling 
of its two most recent general rate proceedings. 


Ill. NEW LEGISLATION NECESSARY TO INSURE A SOUND BAILROAD INDUSTRY AS AN 
INTEGRAL PART OF THE NATIONAL TRANSPORTATION SYSTEM 


First, I wish again to emphasize, as so many before me have, the detri- 
mental effect the exempt carrier has on our public transportation system. Day 
by day such operations are siphoning off profitable traffic from the regulated 
earriers. Corrective legislation redefining exempt carriers, would be a stim- 
ulus to the operation of our common carriers. 

I do not feel that further Federal control over train service is warranted in 
view of the records established by the State commissions in handling and 
deciding these matters. Nor is additional ICC jurisdiction desired by a ma- 
jority of the shipping public, at least as I have been able to determine in Iowa 
(appendix B). As a matter of fact, a majority of the Iowans I have con- 
tacted are in favor of less control over rates and charges by both the Federal 
and State regulatory commissions. (See appendix B, question 3.) The stand- 
ard comment has been, “Management should be allowed more discretion in de- 
termining its charges.” 

There should be explored the possibility of legislation to provide for manda- 
tory retirement to relieve the building up of pressure within the structure of 
the brotherhood seniority system, which in part is responsible for ‘“feather- 
bedding.” I shudder when I think of one or both of the men, 75 years old 
or older, in the cab of an engine handling a 20-car passenger train at speeds 
up to 80 miles an hour and faster, or handling a million dollar 100-car fast 
freight train through our small Iowa communities. 

Perhaps the Federal government should consider occupying an area it seems 
to me certainly affects interstate commerce, namely the area including full- 
crew laws of the several States. It is obvious that these full-crew laws in 
many cases operate as a burden on interstate commerce. 

In closing, I would like to state that our problem should not be called a rail- 
road problem, but might be properly labeled a problem of keeping a strong 
common carrier system. Several important areas of our economy as well as 
our defense needs are excellently thought out and planned. The Interstate 
Commerce Commission and the State regulatory agencies act for the most part 
on singular matters affecting only one carrier or One small segment of the 
public. Rate matters are about the only prospective legislation that is positive 
in character. 

Why can’t we have a program for investigating what our country’s trans- 
portation needs will be 5, 10, 15 or 50 years in the future? It is true that 
the Federal and State regulatory agencies provide information to and make 
recommendations for legislation to the governing bodies. Our own Natienal 
Association of Railroad and Utilities Commissioners has as members the ICO, 
the FCC, the CAB and other Federal administrative agencies, plus the regn- 
latory commissions of the several States and some of the territories. This 
group studies future transportation needs and recommends legislation, but T 
believe that this problem is great enough to warrant something more. I be- 
lieve that a Federal transportation coordinator, perhaps of even Cabinet level, 
studying the future transportation needs of our country’s railroads, trucks, 
buses, barges, airlines, pipelines, post office and others, could command the re- 
spect and cooperation of the State and Federal regulatory agencies and the 
common carriers and their associations of the entire country. 
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Such an office could bring effective recommendations before Congréss* for 
legislation after thorough study that would continue and strengthen our pres- 
ent common carrier system. I necessarily made no detailed program of what 
authority such an office would have as I do not wish to presume upon this 
committee’s functions, but I feel in general that our several agencies handling 
transportation problems at the present time must somehow be made to see that 
the country’s transportation problems extend beyond their own particular area 
of authority. Without some hard work and planning now our transportation 
system, I feel, will soon lose its position as the finest existing transportation 
system in the world. 

I am very pleased to know that this committee has been holding these hear- 
ings, recognized this problem, and am very pleased to have contributed to 
your efforts in some small way. 


(The appendixes referred to follow :) 


QUESTIONNAIRE FOR USE IN COMPILING Data FOR TESTIMONY BEFORE SENATE 
SUBCOMMITTEE ON SURFACE TRANSPORTATION PROBLEMS 


1. At the present time the State commerce commission has jurisdiction over 
train service, both freight and passenger, as well as agency service. Do your 
favor placing this regulation under the Interstate Commerce Commission in 
Washington, D.C.? Yes]. Nol). 

Comments : 

2. At the present time the Interstate Commerce Commission exercises juris- 
diction over interstate rates, and the State commerce commission over intrastate 
rates. However, railroads have the right to appeal from the order of a State 
commission to the Interstate Commerce Commission where they feel the order 
is discriminatory. Do you favor further control by the Interstate Commerce 
Commission over intrastate rates? Yes_]. No _]. 

Comments: 

3. The railroad companies’ presidents have complained of the inflexibility of 
rate control presently exercised by both the Federal and State Governments, 
and request that the railroads be given more latitude in determining their rate 
structure. Would you bein favor of such? YeslJ. Nof. 

Comments: 

4. The railroad companies’ presidents testified that their competitors, i. e., 
motor trucks, barge lines, and airlines, received Federal and State subsidies in 
one form or another, and recommended that these be withdrawn. Would you 
favor such action? Yes_]. Nol). 

Comments: 

5. Would you favor a direct Federal subsidization of the railroads? Yes. 
Nol). 

Comments: 

6. To better acquaint myself with your feelings in regard to train transpor- 
tation, please answer the following questions: 

(a) Do you feel rail service is vital to your industry? Yes(). No(). 

Comments: 

(b) What changes, if any, would you recommend in your present rail service? 

(ec) Do you use railroad service whenever possible, and what percentage of 
your shipping needs are handled by truck lines. 


APPENDIX B 
RECAPITULATION OF ANSWERS TO QUESTIONNAIRE, APPENDIX A 


Question No. 1, 302 replies received. Yes, 40; no, 262. 
Question No. 2, 298 replies received. Yes, 82; no, 216. 
Question No. 3, 283 replies received. Yes, 182; no, 101. 
Question No. 4, 294 replies received. Yes, 208; no, 86. 
Question No. 5, 292 replies received. Yes, 62; no, 230. 
Question No. 6, 324 replies received. (a) Yes, 314; no, 10; (b) better service; 
(c) yes. 
Mr. Ropes. My name is John Ropes. I am a member of the Iowa 
State Commerce Commission and have been a member of that com- 


mission since 1952. 
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I have confined my remarks to the three areas that the committee is 
interested in. 

Proceeding to that first category, matters on which the railroads may 
help themselves, there has been considerable criticism, direct or in- 
direct, of the State commission’s handling of railroad matters. How- 
ever, I feel that the railroad industry can help itself in many ways. 

Piecemeal requests by the railroads to the State commissions for 
authority to remove trains and agency service fail to impress the State 
commissions. In far too many instances the application is so iso- 
lated from the overall picture that the State commissions are not able 
to fit the whole matter in with the overall railroad system condition. 

The movement of railroad less-than-carload freight by motor truck, 
we feel, has been most successful and there appears to us to be a pro- 
gram that should be expanded and developed. 

The boxcar shortage has been mentioned, and boxcars used now in 
carload freight have been, many of them have been diverted from pick- 
up and delivery service. 

We feel that there should be and must be a rearrangement of pas- 
senger train service if this service is to be continued for the public, and 
I think the commission’s records verify our feelings in regard to this 
matter. 

I would also suggest that railroad management—to railroad man- 
agement that certain railroad weights could be decreased on a trial 
basis. This could be done in many States without formal proceed- 
ings. During the trial period the regulatory body could determine the 
effect of such rates on the carriers’ operation and on the shipping 
public and determine whether the trial rate is compensatory. 

I also feel that consolidation of some railroad services could be made 
rather than the discontinuances of such services altogether. 

For example, the Minneapolis & St. Louis Railway Co., and now 
the Chicago-Northwestern Railway Co. has initiated in the Midwest, 
and I imagine surrounding areas, ene to dualize agency service. 

Briefly, this program is one where 1 agent handles the railroad 
business at 2 or more small communities. We have found where the 
program has been inaugurated with the permission of the State com- 
mission, the people of the communities have been satisfied with the 
service and the railroads have made substantial savings. 

I also feel that more cooperation between the railroad companies, 
themselves, could bring about economies and substantial savings. 
Surely joint operation of freight and passenger facilities of the rail- 
roads, such as depots, freight houses, pickup and delivery service, and 
so forth, should be within the realm of accomplishment by men who 
are dedicated to solving the problems of providing good common 
carrier service in a field which has extremely high-fixed costs and a 
poor return on the investment. 

It is obvious to me that pickup and delivery service by each railroad 
is shameful, wasteful, and perhaps a shameful duplication that could 
be reduced substantially by consolidating this into one service for 
all lines at a particular point. 

I would like to touch on an item that is perhaps debatable, whether 
it is under managerial discretion : that of aabve. 

The problems of labor are the most serious, the most sensitive and, 
of course, the most perlexing of all the railroad problems, and I have 
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tried to be objective in my approach to this problem, viewing it as a 
State regulator. 

In spite of the large employment in the railroad industry due to 
increased usage of motor trucks, automobiles, and so forth, the evils 
of featherbedding in some of the crafts still exists. It seems to be 
a built-in feature of many of the railroad labor contracts. 

In addition to this, in some States full-crew laws sanction the con- 
tinuance of featherbedding under the guise of safety. By this I do 
not wish to indicate at all that such provisions are designed to protect 
all nonessential employees. However, I am sure that my colleagues 
on the other State commissions would agree with me that many 
branch-line passenger trains would be saved if there could be a 
reduction in crew members. 

Then seniority system utilized by the railroad brotherhoods has 
perhaps many good and worthwhile features. In my opinion, how- 
ever, some of the solutions to the problems that such systems are 
supposed to provide are academic and certainly open to criticism. 
The seniority system, when used as the only yardstick for employ- 
ment, protects and harbors their incompetent, discourages retirement 
at a reasonable age, destroys initiative, and curbs the employment of 
new blood into the railroad industry. 

On the other hand, more cooperation by management with labor 
could alleviate some of the employment problems existing today. 

For example, men with a great deal of railroad experience, over 
45 years of age, are now on the extra boards of one railroad, while 
other railroads are hiring new men for the same type of work. This 
results because many of the railroad lines will not hire persons of 
such an age. I believe a program to rehabilitate surplus personnel 
for other vocations in railroading could and should be sponsored 
jointly by the brotherhoods and management. 

In the second category, a desirable change in Interstate Commerce 
Commission policies, I have a few remarks. 

One, it is my understanding that certain railroads now keep two 
complete sets of accounting railroads, one for their own day-to-day 
operations, and another set for filing with the Interstate Commerce 

ommission. 

I, personally, do not know any of the details of this pene but 

it would appear that this matter deserves some study by this com- 
mittee or the Interstate Commerce Commission to determine whether 
such detailed reports to the Commission are essential to its proper 
regulation of the railroads. 
urther, I would strongly suggest that the Interstate Commerce 
Commission or some Federal y initiate a program to simplify 
tariff construction. 
Under the present complex system, only an expert with many years 
of experience can determine a proper rate and be relatively sure he is 
right. This hodgepodge of rates and charges makes it difficult, if 
not impossible, for small industries, without the aid of expensive 
traffic experts, to determine their costs of transportation. This, cer- 
tainly, is not conductive to increased railroad business. 

Some mention has been made of favoring mergers to relieve some 
of the railroad problems, and I speak on this as a midwesterner, be- 
cause it is my personal opinion that, until conclusive evidence is pre- 
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sented or more convincing arguments made, the merging of the 
Nation’s railroads would not dry up the bridge traffic of our smaller 
lines, especially in the Midwest, rendering them less capable of giv- 
ing service. do not believe such action would be in the overall 
public interest. 

I further believe that the national defense requires not 1 or 2 or 3 
transcontinental railroads, but several, much as they exist at present, 
with their many interchange points, gateways to the North, South, 
East, and West. 

I also believe that it would not be in the public interest, at least 
in the Midwest, to allow the wholesale mergers in the near future be- 
cause of the present migration of industry to the Midwest and the 
Northwest areas. Such businesses would be limited in locating and 
maybe prevented from relocating at all, since they could not insure 
themselves of adequate rail transportation facilities in any but large 
on-line communities. 

The last category, new legislation necessary to insure a sound rail- 
road industry. 

I would, first, like to again emphasize the detrimental effect of the 
exempt carriers and their relation to our public transportation system. 

I come from an agricultural State where exempt carriage would 
seem to be a great feature. However, in lowa we do not have exempt- 
carrier laws. We do not have, as such, an exempt carrier in intrastate 
commerce. I believe this committee is well aware of that situation. 

Senator Lauscue. Do you control them by State regulation ? 

Mr. Rores. We control exempt carriers. 

Senator Lauscue. That is, they are all regulated carriers? 

Mr. Rorers. They are all regulated. I am sure the committee has 
heard sufficient discussion of the evils and discriminatory effects of 
the—— 

Senator Smaruers. May I ask a question right there? You say 
even exempt carriers are regulated ? 

Mr. Ropes. Yes, sir. 

Senator Smatuers. But only with respect to safety regulations? 

Mr. Rorrs. No, sir; rates and charges. 

Senator Smaruers. Rates and charges. There is no such thing, 
then, as an exempt carrier ¢ 

Mr. Ropes. Not in intrastate commerce in Iowa. 

Senator SmaTuers. Is that usually true in other States? 

Mr. Ropes. I couldn’t say,sir. I believe not. 

Senator Lauscue. How embracive isthe provision? Does it require 
the ownership of a certain number of vehicles ? 

Mr. Rorrs. No, sir; from one truck to a hundred. 

Senator Swaruers. And the rate is set by you people? 

Mr. Ropers. The rate is filed similar to the ICC, and approved by the 
commission. 

P Stes Lauscue. What is the definition of a carrier, then, in your 
tate 

Mr. Ropes. We have three different types of carriers, irregular 
route, regular route, contract carrier. 

Senator Lauscue. That is, any person, firm, or partnership ? 

Mr. Rores. For-hire is the principal measure. 
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Mr. H. B. Buancuarp. Mr. Chairman, if you will pardon me, I am 
H. B. Blanchard, of Union Pacific Railroad. I am not an authority 
on that subject, but I am told, and I think it might be of interest to 
this committee to develop, that half of the States west of the Missis- 
sippi have no exemption in their State regulation, agricultural 

roducts. 

‘ Senator Smaruers. Mr. Ropes, do you mean by that that if a farmer 
decides that he wants to have a truck come and pick up some—we will 
say—pigs, that before a trucker can come out there to his place and 
pick up the pigs, he has to file that rate and get permission? = 

Mr eee Tie, first, has to have authority from our commission, 
and he has to file rates, yes, on that commodity. 

Seasons Smatuers. You don’t regulate the routes over which he 
runs 

Mr. Rorgs. No; he is an irregular-route carrier. 

Senator Smaruers. He is an irregular-route carrier, but he has to 
first check with the commission and then you set a rate, what it will be ? 

Mr. Rorss. Yes, sir. 

Senator Smaruers. Does he have to submit the name of each indi- 
vidual farmer that he might carry for, so that you will know how many 
miles, and you will determine the rate ? 

Mr. Ropes. Yes, sir. 

Senator Smaruers. That is quite an operation, isn’t it? 

Mr. Ropers. It certainly is. We have about 13,000 of them. We 
feel we need more regulation, however, over them, but there isn’t such 
a thing as an exempt carrier in Iowa. 

Senator SmarueErs. Do the farmers approve of that? 

Mr. Rorss. I am not prepared to answer that. 

Senator SmaTHERs. The State legislature set it up ? 

Mr. Rorsgs. It is an act of the State legislature; yes. 

Senator Smaruers. I am just curious to know why would they 
approve of that regulation in the State but not approve of it with 
respect to the Federal Government ? 

Mr. Rorgs. That has baffled me, too. 

Senator SmaTuers. Why all the hue and cry about being against 
any taking away of the exemption for interstate trucks when they 
ear it on State trucks, and they apparently don’t object too much 
to it 

Mr. Ropes. I couldn’t answer that, why the Farm Bureau or other 
ogretes might be opposed to it. 

enator SmatTHers. Do you know whether the Farm Bureau op- 
posed the setting up of your State commission and giving to the 
commission the authority to regulate these farm trucks ? 

Mr. Rorzs. No,sir;I donot. That law was passed in 1935. 

Senator Smatuers. 1935? 

Mr. Roprss. Yes, sir. 

Senator Smaruers. Could you find out for us how many States 
there are that have these State regulations with respect to agricultural 
products and let us have it, supply it to us? 

Mr. Rorgs. Yes, sir. On the regulation of exempt carriers? 

Senator Smaruers. Right. 

Mr. Ropes. Yes, sir. 

Senator Smaruers. In other words, regulating exempt carriers. 
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Mr. Barron. Carriers hauling farm products. 

Mr. Rorrs. Exempt products. 

Senator Smatuers. That is right. 

Mr. Rorrs. May I continue? 

Senator Lauscue. Yes. 

Mr. Rorss. I do not feel that further Federal control over train 
service is warranted in view of the records that have been established 
by the State commissions in handling and deciding these matters. 

I refer you to the National Association of Railroad and Utility 
Commissioners for further information on this subject. 

In the field of labor, I feel there should be explored the possibility 
of legislation to provide for mandatory retirement to relieve the 
building up of pressure within the structure of brotherhood seniority 
systems, which, in part, I feel is responsible for featherbedding. 

I shudder when I think of one or both of the men in the cab of an 
engine, at the throttle of an engine, 75 years of age or older, pulling 
that train at 75 or 80 miles an hour through our small Iowa commu- 
nities. 

Seantor Smaruers. On that particular point, as far as you know, 
there are no regulations with respect to retirement ? 

Mr. Rorrs. No, sir. I know of firemen that are 75 years old, or 
—) rather. 

enator Smatuers. The CAB, I understand, has certain regulations, 
does it not, with respect to airplanes? Is there any age limit? 

Mr. Ropes. It isn’t very limiting though. These gentlemen have 
arthritis. 

Also, I feel that perhaps the Federal Government should consider 
occupying an area, it seems, to be certainly interstate commerce, 
namely, the area including full-crew laws of the several States. It 
is obvious that these full-crew laws in many cases operate as a burden 
on interstate commerce. 

In closing, I would like to state that our problem should not be 
called a railroad problem, but might be properly labeled a problem 
of keeping a strong common carrier system. 

Several important areas of our economy, as well as our defense 
needs are excellently thought out and well planned. The Interstate 
Commerce Commission and the State regulatory bodies act for the 
most part on singular matters affecting only one carrier or one small 
segment of the public. Why can’t we have a program for investigating 
what our country’s transportation needs will be 5, 10, 15 or even 50 
years in the future? 

It is true that the State and Federal regulatory agencies and the 
National Association of Railroad and Utilities Commissioners and 
other special-interest groups provide information to and make rec- 
ommendations for legislation to governing bodies. 

However, I believe that this problem is great enough to warrant 
greater exploration and research. I believe that a Federal transporta- 
tion coordinator, perhaps of even Cabinet or sub-Cabinet level, study 
in the future the transportation needs of our country’s railroads, 
trucks, barges, buses, railroads, barge lines, pipelines, post office, others, 
could command the respect and cooperation of the State and Federal 
regulatory agencies and the common carriers and their associations of 
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the entire country. Such an office could bring effective recommenida- 
tions before Congress for legislation after a thorough study that 
would continue and strengthen our common carrier system. 

I necessarily make no detailed proposal of what authority such an 
office would have to have, because I do not wish to presume on this 
committee’s functions. But I feel, in general, our several agencies 
handling our transportation problems at the present time must some- 
how be made to see that our country’s transportation problems extend 
beyond their own particular area of authority. 

Senator SmatHers. When you make that statement, do you have 
specific reference to some State regulatory agencies? 

Mr. Rorrs. Perhaps to all of them. 

Senator Smatners. Perhaps all of them. All right, sir. 

Mr. Ropers. And the Federal. I feel without some hard work and 
planning now, our transportation system will soon lose its position as 
the finest existing transportation system in the world today. I am 
very pleased to know that this committee has been holding these hear- 
ings, to have recognized this problem, and I am also very pleased 
to have contributed to your efforts, if I have, in some small way. 

Senator Lauscue. What are these questions and answers that you 
have there in the appendix? 

Mr. Rorgs. On the printed statement? 

Senator Lauscne. Yes. 

Mr. Rorrs. I mailed a questionnaire to the greatest users of rail 
transportation in Iowa, mainly the grain interests, elevators, which 
are under the jurisdiction of our commissoin, and to the Iowa Indus- 
trial Traffic League, the traffic men of the various industries, to get 
their viewpoints on some of the statements the railroad presidents and 
officers had made to this committee earlier in the hearings. 

T think you will notice question 3, where we ask if they were in favor 
of railroad presidents having greater flexibility over rate control, that 
the majority of the people answered in the affirmative. 

Senator Lauscue. Isee. No.3, the question was: 

The railroad company presidents have complained of the inflexibility of rate 
control presently exercised by both the Federal and State Governments, and 
request that the railroads be given more latitude in determining their rate struc- 
ture. Would you be in favor of such action? 

And the answer was 182 in the affirmative and 101 in the negative? 

Mr. Ropes. That is right. 

Senator Lauscue. That is, giving greater flexibility in the operation 
of their own business? 

Mr. Ropes. That is correct. 

Senator Lauscne. Question No. 4: 

The railroad companies’ presidents testified that their competitors; that is, 
motortrucks, barge lines and airlines, received Federal and State subsidies in one 


form or another, and have recommended that these be withdrawn. Would you 
favor such action? 


That is question 4. 
Two hundred eight answered “Yes,” eighty-six answered “No.” 
That question, of course, assumed the existence of the granting of 
subsidies? 
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Mr. Rorgs. Oh, yes, sir. 

Senator Lauscur. And 208 say that if they are being granted, 
they should be discontinued; is that correct ? 

Mr. Rorers. That is right. 

Senator Lauscue. No.5: 


Would you favor a direct Federal subsidization of the railroads? 


Sixty-two answered “Yes,” two hundred thirty answered “No.” 

No.6: 

To better acquaint myself with your feelings in regard to train transportation, 
please answer the following questions: Do you feel rail service is vital to your 
industry? 

Three hundred fourteen answered “Yes” and ten answered “No”; 
is that right? 

Mr. Rorrs. That is right. 

Senator Lauscue. Ten didn’t think so. 

What changes, if any, would you recommend in your rail service? 

Answer: “Better service.” 


(c) Do you use railroad service whenever possible, and what percentage of 
your shipping needs are handled by truck lines? 

Mr. Rorrs. I didn’t abstract that, sir, the percentage. 

Senator Smatuers. What is the answer there? I don’t have the 
answers onmine. Qh, Isee, here it is. 

Senator LAuscne. I think that isall. 

Senator Smaruers. Let me ask you this question, Mr. Ropes: When 
a people have an application for discontinuance pending before you 

y a railroad, do you get much pressure from various organizations 
to not grant that discontinuance, and if so, what kind of organization 
do you hear from ? 

Mr. Rorrs. Only one—in Iowa ? 

Senator Smaruers. Yes. 

Mr. Rorss. I can only speak for Iowa. The railroad labor brother- 
hoods. 

Senator Smaruers. They are the only ones? 

Mr. Ropes. Occasionally a chamber of commerce. 

Senator Smatuers. Have there been many applications and have 
they been granted in Iowa in recent years ? 

Mr. Rores. I think we only turned 1 down in 10 years. 

Senator Smaruers. You have turned 1 down in 10 years. How 
many would you say you approved of ? 

Mr. Rorsgs. A dozen, probably. 

Senator Smaruers. A dozen. 

Mr. Rorgs. Right now I have just excused myself from hearings on 
the North Western Railway making application to consolidate 111 
agencies in Iowa. 

Senator Smaruers. You have excused yourself from that ? 

Mr. Rovers. Well, to be here, to be present today. 

Senator SmaTuers. Yes. 

Senator Lauscuer. Do you come here in a representative capacity, 
except your official position with the State of Iowa? Do you represent 
anyone now except the State ¢ 
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Mr. Rorss. I am only a member of the State commerce commission. 
I am past president of the Midwest Association of Railroad Utility 
Commissioners, but I don’t presume to speak for them. 

Senator Lavuscne. I see. 

Senator Smaruers. That is all I have. I just want to add a word 
of commendation to your statement and information and recommenda- 

tion to say I think it has been very helpful, and very constructive. 

| —* Lavscue. We will recess until tomorrow morning at 10 
o’clock. 

(Whereupon, at 5:02 p. m., the subcommittee adjourned, to recon- 
vene Friday, March 28, 1958, at 10 a. m.) 
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FRIDAY, MARCH 28, 1958 


Untrep Srates SENATE, 
CoMMITTEE ON INTERSTATE AND ForeIGN CoMMERCE, 
SuscoMMITTEE ON SurFraceE TRANSPORTATION, 
Washington, D. C. 

The subcommittee met, pursuant to adjournment, at 10 a. m., in 
room G-16, United States Capitol, Senator George A. Smathers 
presiding. 

Senator Smatrurrs The committee will come to order. 

I might say for the information of all, that Senator Lausche and 
Senator Schoeppel are on their way. Senator Yarborough at the 
moment is tied up in a labor committee, as is Senator Purtell. But 
both of them have given us assurances that they will be here very 
shortly. We think we have a very important group of witnesses today 
and we are most anxious to have as many Senators as possible be on 
hand to hear them. 

We are approaching the end of these hearings. What these gentle- ) 
men have to say to us and the advices which they give us will be very 
persuasive with the conclusions which we finally arrive at. 


PROBLEMS OF THE RAILROADS 


We have as our first witness Mr. Howard Freas, the Chairman 
of the Interstate Commerce Commission. Mr. Freas, if you would 
come up. I understand you are going to bring Commissioner Arpaia 
and Commissioner Minor with you. If they are here—yes, I see both 
of them. If you gentlemen who are going to testify, and any of the 
witnesses who are going to testify cannot find seats, we would be very 
delighted and honored to have you come up here and sit with us. If 
you do that, it will make room for somebody else. 

Off the record. 

(Discussion off the record. ) 

Mr. Arpara. Commissioner Arpaia. 

Mr. Freas. Commissioner Freas. 

Mr. Minor. Commissioner Minor. 

Senator Smatuers. Mr. Chairman, we are delighted to have you. 
You can proceed any way you like. I will tell you in advance that 
we will make your statement in full a part of the record. 

(The prepared statement of Mr. Freas is as follows:) 

Mr. Chairma and members of the Surface Transportation Committee, my name 
is Howard Freas. I have been a member of the Interstate Commerce Commis- 
sion for the past 4%4 years. Since the first of this year I have served as its 
chairman. It is on behalf of the Interstate Commerce Commission that I submit 
this statement. 
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I am generally familiar with the testimony which the rail representatives 
presented during the week of January 13 as well as with that of subsequent 
witnesses. Undoubtedly, the overall rail situation is critical. The country’s 
dependence upon this important segment of our transportation system makes 
the plight of these carriers something that cannot safely be ignored. In many 
respects we either agree or at least are not in substantial disagreement with the 
views the rail lines have advanced. 

I shall undertake to identify the areas of our agreement and disagreement 
with the views expressed by previous witnesses, and make such further com- 
ment as may be necessary to an understanding of our position and the reasons 
therefor. 

TRANSPORTATION EXCISE TAXES 


Let me mention first the transportation excise taxes. We are wholeheartedly 
in agreement with the contention that these taxes should be repealed. Members 
of the Senate Interstate and Foreign Commerce Committee and of this sub- 
committee are to be congratulated on their recognition of the problems involved 
and on their prompt and vigorous action to effect a solution. 

Without duplicating the arguments heretofore made by the rail witnesses, all 
of which we consider valid, let me point out that this is a proposal advocated 
not only by the rail lines, but by all forms of for-hire transportation, and I 
think I can safely say also by the great majority of shippers. Since 1948, we 
have, in our annual reports, been calling the attention of the Congress to the 
discriminatory effect of these taxes and urging their repeal. Undeniably they 
have had a most serious adverse effect upon this country’s public transportation 
system without which guns and bombs may prove to be of little avail. A sug- 
gestion that this adverse effect be ameliorated by extending the tax to private 
transportation seems to be wholly impracticable. 

On March 7, 1958, we filed with the House Ways and Means Committee a more 
detailed statement setting forth our views with respect to these taxes and urging 
their repeal. A copy thereof is appended hereto (appendix I). The matter has 
also been called to the personal attention of the Secretary of the Treasury. 


EXEMPTIONS 


I turn next to the matter of exemptions from regulation of a large and ever- 
growing share of the country’s traffic. Precise figures are not available, but it 
is estimated that the sweep of regulation embraces only 11 percent of the 
passenger-miles and about 68 percent of the ton-miles of transportation service. 
Of that which is regulated, the rail lines’ share is steadily declining. 

In 1956, it amounted to about 36 percent in the passenger field and 71 percent 
in the movement of property. Revenuewise we have somewhat later figures. 
In the 12 months ending June 30, 1957, the rails’ share of the total revenue re- 
sulting from the transportation of property by regulated carriers was 56.8 
percent. This may be contrasted with their share of 73.6 percent 10 years 
earlier. 

By reason of the large amount of fixed and specialized capital required for the 
operation of a railroad, insufficient traffic or great fluctuations in traffic often 
produce serious consequences. The rail lines’ relative position traffic-wise has 
been deteriorating for quite some time. A sudden drop in absolute tonnage is 
making a bad situation worse. There may be many reasons for this traffic 
deficiency, but certainly important among them are the adverse effect of the 
excise tax just discussed, the large and growing number of exempt agricultural 
commodities, and the exemption of most bulk commodity shipments from water- 
carrier regulation. 

Like the railroads and others who have testified, we are of the view that agri- 
cultural exemptions have been extended by judicial decision greatly beyond what 
the Congress intended. The Commission has for some time realized that this 
progressive broadening of the list of exempt commodities would eventually have 
a ruinous effect on the entire structure of regulated carriage. The situation has 
reached such proportions that several groups of exempt carriers are now pleading 
for regulation. They have on this record detailed their plight and stressed the 
urgency of this problem. 

Apparently the principal purpose in enacting these agricultural exemptions 
was to benefit the producers of the commodities involved, primarily the farmers. 
However, as a result of a series of court decisions which began with J. 0. @. v. 
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Love, in 1948, and ran through Frozen Food Express v. United States, in 1957, the 
list is now greatly enlarged. Not only that, but these very exemptions are being 
used by commercial interests for their own advantage without any provable bene- 
fit to the farmer or producer, whose price is usually determined when a sale is 
made to a broker or dealer. Several haulers of exempt commodities have testified 
before this committee that by far the greater percentage of their services are 
performed for the processor rather than for the farmer or producer. 

We do not believe that the apparent congressional purpose should be abandoned 
in favor of the “continuing substantial identity” test adopted by the Supreme 
Court. If this test is applied literally and broadly, it could lead to the exemption 
of a considerable number of additional commodities, such as canned fruits and 
vegetables which are generally processed at large industrial plants and not by 
farmers. 

The movement by commercial carriers of such commodities as fresh and frozen 
dressed poultry and frozen and canned fruits and vegetables is substantial. To 
the extent that such transportation is held to be exempt from economic regula- 
tion, there will be a continuing erosion of traffic handled by regulated carriers. 
Such carriers cannot survive on a shrinking volume of traffic without adversely 
affecting the Nation’s economy either through substantial increases in rates on 
the remaining traffic, or through deterioration of service, or both. 

We are firmly of the view that curative measures are of the utmost importance, 
and that they are needed now. Not only would rail carriers benefit from remedial 
legislation of the nature indicated; all regulated carriage—and shippers, too— 
would be aided by appropriate amendment to section 203 (b) (6) of the Interstate 
Commerce Act. The trouble is deep, but the issue is clear. At a time when 
consideration is being given to methods of improving our Nation’s economic con- 
dition, we believe that legislation in this area is particularly appropriate. 

The Commission has submitted suggested draft bills, S. 1689 and H. R. 
5823, designed to restore these exemptions to their original purpose. These 
bills have been introduced by the chairman of the Interstate and Foreign Com- 
merce Committees of both Houses. They would limit the exemption with re- ' 
spect to fish, ordinary livestock, live poultry, and agricultural commodities to 
the movement from the point of production to a point where the producer or 
grower first loses actual possession and complete control of the commodity. 
Another bill, S. 2553, introduced by Chairman Smathers, has substantially the 
same ultimate objective. That bill would amend the act by naming specific ; 
commodities which would be exempt, and by excluding from the exemption : 
commodities which have been subjected to certain of processing or manufacture. 
It would thus have the desirable effect of rolling back the exemptions with re- 
spect to many commodities and thereby again subject to economic regulation a 
large volume of traffic which the courts have held to be exempt under the pres- 
ent provisions of the statute. S. 1689 and H. R. 5823 take an exempt-movement 
approach, while S. 2553 takes an exempt-commodity approach. Under each, 
motor carriers transporting the products of processors and manufacturers who 
use agricultural commodities as raw materials would be subject to economic 
regulation. 

We are inclined to favor enactment of S. 1689 or H. R. 5823 because we be- 
lieve that certain problems which would arise under S. 2553 would be avoided. 
Under S. 2553 it would be difficult, for example, to foresee all the various com- 
modities which should or should not be included within the exemption. Simi- 
larly, by reason of the listing of specific methods of processing or manufacture, 
which would be determinative of whether a particular commodity is exempt or 
nonexempt, it would be difficult to cope with possible attempts to evade regula- 
tion by using a different name to describe the method, or by making some slight 
change therein. However, if S. 1689 or H. R. 5823 do not receive favorable 
consideration, we believe that enactment of S. 2553 would be a step in the right 
direction. 

As in the case of the excise tax, the desire to confine this ever growing list 
of agricultural exemptions is not limited to the railroads but is shared by other 
forms of public transportation. 

The so-called bulk-commodity exemptions are found in the field of water car- 
riage, and some though not all water carriers join with other forms of transpor- 
tation in advocating their repeal. Although we did not make a specifie recom- 
mendation or submit a draft bill with respect to bulk exemptions, we have 
supported legislation providing for the elimination of those exemptions, and 
are still of the view that this should be done. 
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ILLEGAL CARRIAGE 


Another cause of the dwindling traffic both relatively and absolutely is the 
fact that much for-hire transportation is taking place under the guise of private 
carriage. We believe every effort should be made to prevent this growing prac- 
tice, and have recommended legislation for this purpose. 

The subterfuge usually employed, which in common parlance is known as the 
“buy-and-sell” method, is a practice which threatens rate structures and fosters 
discrimination between shippers, all to the detriment of sound public transpor- 
tation. The type of operation to which we refer is not in furtherance of a 
primary or bona fide business enterprise other than transportation. As a mat- 
ter of fact, the real business of such persons engaged in this type of “buy-and- 
Sell” activity is transportation. This practice does not, in our opinion, con- 
stitute private carriage as defined in the Lenoir Chair case (Brooks Transpor- 
tation Co. v. United States, 340 U. 8. 925). 

This was the landmark case in which the Supreme Court upheld the Com- 
mission’s application of the “primary business” test—that is, whether the 
primary business of the transporter with respect to the property carried is 
transportation or some other business activity to which transportation is merely 
incidental. 

On the surface, such operations appear valid enough. Usually, bills of sale, 
invoices, and the like are actually issued so as to make it appear that the com- 
modities involved are those of the transporter. Frequently, they have been sold 
to the consignee before the transportation takes place. Under this type of veil, 
there exists a condition which is difficult to distinguish from bona fide private- 
earrier transportation. It provides a unique method of avoiding the necessity 
of obtaining a certificate or permit and of circumventing rate regulation, and 
allows an unlawful operation to continue without payment of the transportation 
tax, all to the competitive disadvantage of lawful public transportation. 

Manufacturers and mercantile establishments are increasing their activity 
along somewhat similar lines. Such businesses use their own trucks to deliver 
articles which they have sold or manufactured. Then, by purchasing merchan- 
dise at or near their point of delivery and transporting it to a point near their 
own establishment for sale to others, these businesses receive compensation for 
what would otherwise be empty return trips. 

In some instances, the purchase and sale is a bona fide merchandising venture. 
In other instances, however, prearranged plans are set up to allow the real 
consignee to get transportation at a reduced cost. 

Here, again, as in the case of the transportation tax and the agricultural 
commodity exemption, the effect is to deprive both rail and other authorized 
carriers of traffic which they should be handling. 

While some courts have found “buy-and-sell” operations illegal, the decisions 
have not been uniform. Consequently, the Commission has found it difficult to 
cope with the problem. 

During the course of the hearings held by this subcommittee last session, 
testimony was presented on S. 1677, introduced at the Commission’s request to 
redefine “private carriage.” A witness for the Transportation Association of 
America offered an alternative proposal which would write into law the primary- 
business test. We are already on record in support of either S. 1677 or the TAA 
proposal, if modified in certain minor respects. Although certain groups of 
private carriers are opposed to any legislation in this regard, there is general 
agreement among for-hire and private carriers and among shippers, excepting 
only those carriers and shippers engaged in the practice, that this type of illegal 
carriage should be stopped. 

HANDICAPS 


This heading is used to embrace alleged disadvantages to rail lines as a result 
of according competing forms of transportation some facility, privilege, or favor 
not accorded the rails. It may be through outright subsidy, through making 
available to competitors without charge or adequate charge facilities provided 
at governmental expense, or through other advantages accorded to the rails’ 
competitors and not to them. 

Of the various modes of transportation, only the pipelines have never 
received Federal or State subsidies. Public aid to the railroads in the form 
of land grants was given only in the early stages of their development, and 
no such aid has been extended to them for more than 75 years. In evaluating 
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the advantages thus accorded the railroads, consideration must be given to 
the land grant and land grant equalization rates they long accorded the 
Government. 

The airlines and the water carriers are presently receiving public aid, but 
the degree to which they are being subsidized is uncertain. The motor carriers 
claim that they are paying their own way, but this is disputed by their 
competitors. The true answer has not been convincingly established. 

We subscribe to the principle that this country’s several forms of trans- 
portation should be treated equitably and that no one form should be pre- 
ferred. That there are some public expenditures which operate to the rail 
lines’ disadvantage seems clear. With respect to the extent other carriers 
benefit thereby, however, we are not fully informed. Unless there are com- 
piled authoritative data of which we are not aware, we believe than an 
objective and comprehensive study should be made. We suggest that this 
be done at the direction of the Congress. 


LABOR PRACTICES 


Repeated reference has also been made to allegedly uneconomic labor prac- 
tices, many of which are frequently referred to as featherbedding. Here, 
again, we are not informed as to their full import. Specific instances that 
seemingly contribute to many of the difficulties of the railroads have been 
documented. A recent talk by a railroad president in which he states that 
the equivalent of 4 days’ pay to engine crews for 7 hours’ work was required, 
and the finding of the Canadian Royal Commission that the functions of the 
firemen-helpers on freight diesel engines have either totally disappeared or 
are a mere duplicaion of what is discharged by others, serve as examples. 
On the other hand, during recent preceedings in Hz parte 206 before us, some 
railroad officials gave the definite impression that so-called featherbedding 
was not a serious problem on their lines. 

The national transportation policy declares that it is the policy of the 
Congress “to promote safe, adequate, economical, and efficient service and foster 
sound economic conditions in transportation” and “to encourage fair wages 
and equitable working conditions.” It provides that all provisions of the 
Interstate Commerce Act shall be administered and enforced with a view 
to carrying out the declaration of policy. 

However, except in specified situations where we have a statutory duty 
to protect the employee interest in mergers, consolidations, and the like, we 
have no jurisdiction over labor practices. 

We believe the Congress should explore the matter of labor-management 
relations for the purpose of determining whether the advancement of trans- 
portation is unduly retarded in this regard. 


PASSENGER OPEBATIONS 


A major cause of the deteriorating railroad position is the unsatisfactory 
passenger situation. Not only is the passenger end of the business not making 
any money—it is losing a substantial portion of that produced by freight opera- 
tions. In order to keep carriers solvent, freight rates are forced upward to an 
extent that freight shippers becomee dissatisfied, and further diversion of badly 
needed tonnage takes place. 

The true deficit from railroad passenger service is in dispute. We believe it to 
be in the neighborhood of $700 million per annum. Whatever it is, it accounts 
in large measure for the present level of railroad freight rates. It is noteworthy 
that, generally, those rail lines with the largest relative passenger business are 
in the worst financial condition. 

Since passenger rates, generally, do not return costs, it is natural to turn to 
fare increases. Though we frequently authorize the carriers, in their managerial 
discretion, to increase passenger fares, we fell certain that the whole answer 
to the passenger problem is not thus met. Increases sufficient in amount to 
remove the deficit would undoubtedly be self-defeating. They would, moreover, 
in many instances, be so great that their imposition at one time after the long 
subsidization of this operation by freight revenues would be viewed as 
unconscionable. 

If passenger service cannot be made to pay its own way because of lack of 
patronage at reasonable fares, abandonment seems called for. It is only over 
complete abandonment of a line of track that the Interstate Commerce Com- 
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mission has jurisdiction. Discontinuance of schedules without complete aban- 
donment of the line over which those schedules operate is subject to the juris- 
diction of the interested States. Because of the delay in authorizing, or absolute 
refusal to authorize, discontinuance of little used services, it has been proposed 
to give the Interstate Commerce Commission appellate jurisdiction by amending 
section 13 of the act. We have informed the Senate and House Interstate and 
Foreign Commerce Committees that we are not opposed to the enactment of such 
legislation. 

In instances, however, where necessary services cannot be made to pay their 
way, we believe that whenever practicable the interested communities should 
be given a chance to operate them or have them operated for their account. This 
refers particularly to commuting services. We agree with previous witnesses 
that if an urban or interurban commuting service needs subsidizing it should be 
by the communities served and not by the freight shippers throughout the 
country. 

As this subcommittee is aware, on March 19, 1956, the Commission instituted 


- on its own motion an investigation into and concerning the deficit from passenger- 


train and allied services. The matter has been the subject of prehearing and 
informal conferences between a committee of the Commission staff and inter- 
ested parties. The items listed in appendix II have been designated as the 
subjects of this investigation upon which studies should be made and testimony 
and evidence presented. 

Five hearings have been held, the latest being on February 18, 1958. At the 
hearings, testimony and exhibits have been presented covering subjects 1, 2, 
3, 4, 7, 8,12 and 15. The next hearing is scheduled for April 15, 1958, at which 
time evidence is to be presented on subjects 9 and 10 and further evidence 
may be presented on subjects 5, 6, and 11. Some evidence has already been 
presented on subjects 6 and 11. To date no evidence has been presented on 
subjects 13 and 14. This is a broad and highly complex proceeding. The 
Commission intends to bring it to a conclusion with all reasonable dispatch. 


MAIL OPERATIONS 


Under laws relating to railway mail service pay the Comission is charged 
with the duty of determining the fair and reasonable rates for the transporta- 
tion of mail by railroads. There have been oniy a very few cases arising 
under this provision of the law. One of them is pending at the present time, 
and it would be inappropriate to comment on the merits of the arguments 
raised in that proceeding. The disposition of most of these proceedings has 
taken considerable time, but it is not believed that the time was unreasonable. 
Many considerations, including particularly the compresenhive cost studies 
and voluminous other evidence presented made this necessary. Moreover, it 
does not appear that in view of the retroactive features of the final decisions 
the time consumed in disposing of these proceedings materially affected the rail- 
roads. The Commission does not at this time see any need for any change 
in its powers under these statutes. However, consistent with our view that 
all forms of transportation should be treated equally we see no justice in the 
present provisions of law which penalizes one form of transportation (rail- 
roads) for inadequate facilities to handle mail without subjecting other forms 
to like provisions. 

RAILROAD CONSOLIDATIONS 


Some leaders of the railroad industry have stated before this subcommittee 
and elsewhere their belief that consolidations of railroads would produce sub- 
stantial economies—thereby helping to meet their financial needs. There 
has been some suggestion that there should be greater encouragement of rail 
mergers. 

Historically, the Congress has looked to railroad consolidations for the solu- 
tion of some railroad problems—particularly the bolstering of weak lines. From 
1920 to 1940, the Congress laid upon the Commission the duty of formulating 
a plan for the consolidation of the Nation’s railroads into a limited number 
of systems. Under this program, consolidations were voluntary with the rail- 
roads and little was accomplished. 

In 1940, the Congress amended the law to provide that the Commission may 
authorize railroad mergers proposed by the railroads when it finds them to 
be “consistent with the public interest.” Under this present provision, no 
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extensive consolidation of railroads has occurred. Indeed, since World War 
II, few significant railroad merger proposals have been presented to the 
Commission. 

We believe that where consolidations of railroads would produce substantial 
economies without sacrificing service to shippers or otherwise affecting the 
public interest adversely, such consolidations should be encouraged. We believe, 
however, that such proposals should be made by the railroads voluntarily. 

In our last annual report to Congress, we did not recommend any changes 
= the laws with respect to railroad consolidations and suggest no changes at 
this time. 


RAILROAD PARTICIPATION IN OTHER MODES OF TRANSPORTATION 


Several railroad representatives have urged before this subcommittee that 
railroads should be permitted to engage without restriction in motor and water 
carrier operations. Thus they contend that railroads should be allowed to 
become general tranportation companies providing combinations of rail, motor, 
and water carrier service. This proposal involves extremely broad policy ques- 
tions which only the Congress can resolve. 

First, it should be stated that railroads and their affiliates which were en- 
gaged in motor operations on June 1, 1935, under the provisions of sections 206 
(b) and 209 (a) were entitled to “grandfather” certificates or permits author- 
izing the continuance of such operations in substantially the same manner as 
previously performed. 

Sections 5 (2) (b), 207 and 209 of the Interstate Commerce Act presently 
determine the extent to which a railroad may engage in interstate motor trans- 
portation. Section 5 (2) (b) generally requires the prior approval of the Com- 
mission for a merger of carriers or a purchase or other acquisition of control 
of one carrier by another. It also provides that the Commission shall not 
authorize a railroad or its affiliate to purchase or otherwise acquire control 
of a motor carrier unless the Commission “finds that the transaction proposed 
will be consistent with the public interest and will enable such carrier to use 
service by motor vehicle to public advantage in its operations and will not 
unduly restrain competition.” 

Sections 207 and 209 authorize the issuance of motor common carrier certif- 
icates of public convenience and necessity and contract carrier permits “to 
any qualified applicant,’ without any specific rectriction upon issuance of such 
certificates or permits to railroads. 

The Commission has long interpreted the proviso in section 5 (2) (b) as 
embodying a general congressional policy against unrestricted motor carrier 
operations by railroads. To carry out this policy, the Commission gradually 
developed the principle that in the absence of special circumstances a railroad 
or its affiliate will be permitted to engage only in motor carrier operations which 
are auxiliary and supplementary to its rail service. This means that its motor 
carrier shipments must move on rail bills of lading and at rail rates. 

This requirement was reinforced in a number of early Commission cases by 
the further condition that such motor carrier shipments have a prior or sub- 
sequent movement by rail. 

In later cases, however, this latter requirement has sometimes been replaced 
by so-called key point restrictions. These are restrictions against the movement 
of motor shipments by a railroad between any 2 key points or through or to 
or from more than 1 such specified point. Almost invariably the Commis- 
sion has restricted motor carrier operations by a railroad to points which are 
stations on the line of the railroad. 

Such restrictions have been applied both to motor carrier operations acquired 
by a railroad by purchase under section 5 (2) (b), and to operations instituted by 
a railroad pursuant to a certificate issued under section 207. The Commission’s 
power to impose such restrictions in either situation was sustained by the Supreme 
Court in United States v. Rock Island Motor Transit Co. (340 U. S. 419) and 
United States v. Texas & Pacific Motor Transport Co. (340 U. S. 450). 

At the same time, the Commission has in some cases permitted the railroads to 
perform motor carrier service without such restrictions upon a showing of special 
circumstances, for example, a public need for transportation which for some 
reason independent motor carriers do not provide. 

On December 9, 1957, in American Trucking Associations et al. v. United States 
et al. (355 U. 8. 141), the Supreme Court held that the Commission is empowered, 
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under such special circumstances, to issue to a railroad affiliate a certificate of 
public convenience and necessity under section 207 authorizing it to perform an 
unrestricted motor carrier service. 

Under the Panama Canal Act, section 5 (14), (15), and (16) of the Interstate 
Commerce Act, a railroad may not own, control, or operate a competing common 
carrier by water which operates through the Panama Canal. Also, a railroad 
may not own, control, or operate any other water carrier unless the Commission 
finds “that the continuance or acquisition of such ownership, lease, operation, 
control, or interest will not prevent such common carrier by water or vessel from 
being operated in the interest of the public and with advantage to the convenience 
and commerce of the people, and that it will not exclude, prevent, or reduce com- 
petition on the route by water under consideration.” 

It is interesting to note that section 408 (b) of the Civil Aeronautics Act (49 
U. 8. C. 488 (b)) provides the same general restrictions upon surface carriers 
engaging in air transportation as section 5 (2) (b) of the Interstate Commerce 
Act imposes upon motor carrier operations by railroads. 

It is clear, therefore, that at the present time, there is a broad congressional 
policy against permitting railroads to engage without restriction in other forms 
of transportation except in special circumstances with respect to rail-motor 
operations. Whether this policy should be reversed or modified is a most impor- 
tant question on which the Commission is not prepared to express an opinion 
at this time. 

DEPRECIATION ACCOUNTING 


A number of railroad witnesses testified as to the need for a more equitable 
and realistic treatment in accounting for tax purposes. As I understand the view 
of the majority of the railroad representatives, their comments with respect to 
depreciation are directed to the question of computation of Federal income taxes 
and do not relate to the rules of this Commission covering depreciation of railroad 
property. 

Thus, we are only indirectly concerned with the proposals submitted by previous 
witnesses which relate primarily to regulations of the Internal Revenue Service. 
This is a very complicated subject and I do not feel qualified to explain all of 
the differences in these rules and the interpretations made by the Internal Rev- 
enue Service. 

The testimony of railroad representatives is generally directed toward the need 
for some relief to combat the increasing price spiral that handicaps them in re- 
placing equipment. Among the proposals for relieving railroads of the tre- 
mendous income-tax burdens are (1) establishment of a maximum overall life 
of 20 years for all railroad property; (2) provisions for a construction reserve 
which would permit carriers to deduct for tax purposes the total amounts appro- 
priated for purchase of new property; and (3) reinvestment depreciation 
deduction. Each will be commented on in turn. 

With respect to reduction of the tax base to 20 years, even considering the 
physical or economic useful life there appears justification for writing off rail- 
road property in 20 years or less. This is particularly true when one considers 
the scientific developments and the rapid technological changes with respect to 
railroad equipment and the resulting obsolescence. As a tax proposal this 
should be of considerable benefit to the railroads, and we are not opposed to it. 

With respect to the second proposal for the establishment of construction 
reserve, we believe it would be helpful for future acquisitions of railroad property. 

The third proposal, “reinvestment depreciation deduction,” would permit a 
deduction in the tax return for the excess of the present cost of replacing a unit 
of property over its original cost. Thus, using the example of a freight car 
costing $8,100 replacing a $2,500 car, the carriers would be allowed an immediate 
deduction of $5,600. It is our understanding that many of the authorities who 
have given this matter considerable study believe that the present basis of re- 
quiring depreciation deductions to be computed on the original cost rather than 
the replacement cost is unjust. We believe that consideration should be given 
to tremendous increases in prices in computing depreciation for income-tax 


purposes. 

Another subject under this heading is the 30-percent depreciation reserve 
covered by H. R. 8381. This bill has been passed by the House and is now being 
considered by the Senate. We are in favor of the enactment of this reserve 
provision of H. R. 8381. , 
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THE EQUIPMENT PROBLEM 


At the moment there is no substantial shortage of railroad rolling stock. How- 
ever, unless the total car supply is increased and used efficiently, crippling short- 
ages are bound to recur. A national crisis now would find the railroads of this 
country with a critical shortage of equipment. A material increase in railroad 
business would show the rail industry unprepared. The equipment with which 
to meet substantially increased traffic demands is simply not available. 

There are several reasons why this is so. Many carriers do not have the 
funds with which to acquire necessary equipment. Others feel that they can- 
not afford to make such acquisitions under prevailing conditions. Some lack 
incentive. Indeed, it is somewhat surprising that in view of existing situations 
certain carriers have been willing to provide as much equipment as they have. 

It must be difficult for a railroad president to sell his board of directors on 
putting up millions of dollars with which to buy modern cars which experience 
shows will not be seen on the owning line for months after initial loading, when 
the compensation for their use is but a fraction of the cost of providing them. 

Much has been said both pro and con about the so-called Symes plan, which 
provides for the leasing of equipment to the railroads by the Government. The 
provisions of this plan are embodied in 8S. 2906 and H. R. 9597. Our comments 
are contained in our report to the full committee on S. 2906 under date of 
January 31, 1958. 

We do not believe it desirable or necessary that the Government become in- 
volved in the private business of carriage. Though not unalterably opposed to 
the Symes plan, we do not now favorit. Aside from doubts as to its practicality, 
we believe it to be too slow and cumbersome to give the carriers the immediate 
relief which they need. We believe that some Government assistance in the 
financing of equipment is imperative as a temporary measure, and we recommend 
that it be accomplished through the guaranty of loans or a direct-loan-type plan. 

From a long-range viewpoint, as an ancillary measure, the enactment of the 
so-called penalty or incentive per diem bills (S. 942 and S. 2030) now pending 
before the full committee, or of H. R. 3626 which is pending in the House, would 
be helpful. Our reasons for advocating these bills have already been set forth 
in letters to the Senate and House Committees on Interstate and Foreign 
Commerce. 

SECTION 22 


During the first session of the current Congress, the Commission suggested 
an amendment to section 22 of the Interstate Commerce Act which would have 
limited its application with respect to reduced rates on Government traffic to 
time of war or national emergency. As a result of our recommendation, bills 
were introduced in both Houses of the Congress by the chairmen of the Inter- 
state and Foreign Commerce Committees. 

The proposal suggested by the Commission was considered by the Congress, 
but a drastically amended version was ultimately enacted. It requires that 
earriers submit to the Commission copies of section 22 quotations and tenders 
simultaneously with their submittal to agencies and departments of the United 
States Government. We are required to make these quotations and tenders 
available for public examination. However, we have no regulatory authority 
with respect to these rates. 

The Commission has been requested, along with other Government agencies 
and private groups, to make studies based on the quotations and tenders which 
become a part of the public files. The studies are intended to reveal the actual 
results of the use of section 22 rates. Among other things, distinctions are to 
be made in these studies between quotations and tenders requested by Govern- 
ment agencies and those voluntarily offered to the Government, and between 
tenders upon which traffic actually moved and those on which there was no 
movement. 

Machinery for conducting this study is in the process of being set up by the 
Commission. Before this could be done the public files had to be established 
and put into operation. Upon completion of these studies, we shall make further 
recommendations if called for by the results. 


RATE REGULATION 


I come now to a contention vigorously pressed not only here but on the public 
rostrum and in the press to the effect that the rails are unduly restrained and 
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discriminated against ratewise. Neither the rail lines nor other forms of trans- 
portation advocate removal of all rate regulation. In fact, they have frequently 
stated categorically that that is not their purpose. What the rail lines advocate 
primarily is legislation embodying the so-called three shall nots in H. R. 5523 and 
5524. 

We agree that all forms of transportation should be regulated impartially. If 
this has not been accomplished because of the absence of appropriate user 
charges, or through the granting of unjustifiable subsidies, or by undue exemp- 
tions, we favor whatever legislation may be required to bring about equality. 

However, we reject the contentions that by our application of the present rule 
of ratemaking and of the national transportation policy, the Commission holds 
an umbrella over high-cost carirers and that we unduly and unjustifiably inter- 
fere with the managerial discretion of regulated carriers. These contentions 
do not accord with the actual facts. 

It is important here that we have a clear picture of the ratemaking process. 
Rates in the first instance are made by the carriers, themselves, subject to the 
overriding authority of the Commission to prevent the maintenance of any that 
are in any way-unlawful. 

These carrier-made rates are filed in tariffs published in accordance with rules 
prescribed by the Commission. Any interested person, shipper, or carrier may 
protest a proposed new or changed rate and request that it be investigated and 
that, pending final determination, its operation be suspended for a period not to 
exceed 7 months. Rates that are not challenged generally go into effect as a 
matter of course. 

Exclusive of schedules involving general increase in rates, more than 50,000 
rail tariffs were filed with the Commission in 1957. These rail tariffs contained 
hundreds of thousands and probably millions of rates. It is our estimate that 
98.3 percent of these tariffs became effective without protest or restraint by the 
Commission. 

Of the remaining 1.7 percent which were protested, about 85 percent were 
nevertheless permitted to go into effect without suspension. This left about 
one-fourth of 1 percent of the total in which the voluntary action of the carriers 
was restrained by the Commission’s exercise of its investigation and suspension 
powers. 

In almost one-half of the cases suspended pending investigation, the proposed 
rates were approved upon completion of the proceedings. And so, instead of the 
specter of a meddling Government unwarrantably preventing what the carriers 
regard as the proper exercise of their managerial responsibilities, we find that 
a bare one-eighth of 1 percent of their proposals are condemned. 

Among this one-eighth of 1 percent are found the proceedings which are re- 
peatedly cited as examples of persecution and “outrage.” 

Now what is the justification for this minimal interference? If we are no 
longer in an age of transportation monopoly, and I agree we are not, why 
should the carriers not be permitted to establish any rates they choose? Ap- 
parently the witnesses who testified here agree that rates that are not com- 
pensatory should be restrained. There are other reasons which we shall 
develop hereinafter. 

The rail representatives say that we condemn rates that are compensatory 
on some kind of “share the traffic’ theory. Our attention has been called toa 
number of examples which are said to prove this point. It will not be necessary 
to go into the proceedings case by case. An overall explanation is, however, 
ealled for. 

Before competition between modes of carriage became vigorous rates were 
made largely on a theory of value of service. Often it was said that rates were 
based on what the traffic will bear. These methods were followed and sub- 
scribed to by carriers, shippers, and regulatory bodies alike, and were regarded 
by students of transportation as proper and in the public interest. 

With the growth of extensive and intense competition, the cost of rendering 
a particular service has become of vital importance. This called for a change 
in emphasis in applying the principles of ratemaking, but this had to be done 
gradually. 

In the first place, the reasons for the change did not. arise all at once and, 
secondly, an abrupt change from the long-established system upon which our 
rate-structure was-built would inevitably have had a disastrous effect upon 
the economy. Today in competitive ratemaking, we give preponderant weight 
to cost considerations in order that the advantages of low-cost transportation 
may be realized. 
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As interagency competition has intensified, the Commission has allowed 
greater latitude to the managerial discretion of carriers in competitive rate- 
making, particularly that involving different modes of transportation. 

It is therefore, by current decisions that the Commission’s ratemaking activi- 
ties must be judged. I call attention, however, to the fact that most of the 
cases criticized are not current ones. Clearly in the competitive field our 
ratemaking practices have changed and we do not intend to undertake to 
justify old decisions for application to present day situations. 

This is by no means a reflection upon an earlier Commission. On the con- 
trary, it shows that in a changing world regulation under the present board 
provisions of the law is flexible enough to adapt itself to changing conditions. 

It is the Commission’s endeavor so to perform its ratemaking functions as 
to protect the public interest in conformity with the policy laid down by the 
Congress. In so doing we try to accord to each mode of transportation every 
advantage to which the characteristics of its operation entitle it. We under- 
take to construct rates so as to encourage the flow of traffic via the most 
economical form of transportation. 

The most economical form of transportation is that form which, if rates re- 
flected costs, would tend to be favored by shippers. For the purpose of ascer- 
taining the most economical form of carriage, full costs should be the test. It 
is full costs that must be returned to the carriers if the transportation industry 
is to be kept healthy and vigorous. 

In this way, the public receives the full benefit of any advantages that attend 
the different modes of transportation, and the different modes are treated 
fairly and equally. Advantages need not necessarily be “inherent.” If a car- 
rier or mode of carriage by reason of good management is able to operate at 
a lower cost than one less efficiently managed, the former should have the ad- 
vantage flowing from that greater efficiency. 

Since transportation costs are of two kinds, viz, direct and indirect, it is 
often to a carrier’s advantage to haul goods at less than full costs but above 
direct or out-of-pocket costs, rather than to forego the traffic. In order to 
permit a reasonable play of competition, carriers whose full costs are higher 
than those of the most economical form should, within reasonable limits, be 
permitted to meet the rates of the low-cost carrier. They should not be per- 
mitted to go below those of the latter. 

The question may well be raised as to whether the theory just described is 
followed and, if not, why not? It cannot be said that it is followed meticu- 
lously. There are three principal reasons why it is not. 

1. The system of ratemaking obtaining in this country under which carriers 
freely and voluntarily make and file their own rates, subject to the Commis- 
sion’s investigation and suspension powers, has been described. While this 
system may not be perfect, it is the best yet devised. Operating under it, the 
practice of moving traffic via the low-cost carrier is not compelled, but neither 
is it prevented. 

2. The great bulk of unregulated traffic adds to the difficulty of channeling 
traffic to the most economical form of carriage. The unregulated carriers 
charge what they will and change their rates without notice. Under these 
circumstances, sound ratemaking is extremely difficult both for the regulated 
carriers and for the Commission. 

3. A major difficulty arises from the fact that the records before us usually 
do not show and, in fact, the participants, themselves, frequently do not know 
which form of carriage is the most economical. 

In connection with this last reason, it should be pointed out that in investi- 
gation and suspension proceedings, the statute. places the burden of proof upon 
the respondent carrier or carriers to show that the proposed changed rate is 
just and reasonable. That burden, of course, is not sustained if the pro- 
ponent carriers offer no substantial evidence in support of the proposed rates. 

Consequently, such failure of proof requires the Commission to condemn the 
rates in issue. Accordingly, there may be cases where competitive rates filed 
by a low-cost carrier are not permitted to go into effect, but they represent 
instances where either the data necessary to a determination of their reason- 
ableness has not been supplied or the record establishes that the level of the 
rates is unreasonably low. These are matters within the control of the car- 
riers and within their power to cure. 

It is because of such failure of proof and perhaps the brevity of some of our 
reports that considerable misunderstanding exists, or seems to exist even in 
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responsible quarters, as to the principles that are actually applied in deter- 
mining the issues in some of the decisions dealing with competitive rate situa- 
tions. This is particularly true in cases where it has been asserted that the 
Commission has disapproved reduced rates solely on the ground that such rates 
are not needed to meet existing competition. Certainly when a carrier relies 
solely on a competitive need as justification for a reduced rate, and the record 
does not affirmatively show the existence of any such competitive need, the 
Commission has no alternative but to condemn such a rate, since the carrier 
has not met its statutory burden of proof. In such a case, the fact that the 
proposed rate appears to be compensatory does not per se satisfy the statute. 
We do not believe it to be in the public interest that rates should gravitate 
to the lowest possible level in the absence of some compelling reason. Scandrett 
v. United States (32 F. Supp. 995, affirmed 312 U.S. 661). 

Of the myriad of proceedings before us, there may be isolated instances 
where our general objectives are not fully attained or where perhaps the re- 
ports are not written with all the clarity that might be desired. I believe, 
however, that any disability in this regard on the part of any carrier or class 
of carriers results not from inadequate legislation or improper administration, 
but from the failure of the carrier or carriers involved to submit an adequate 
record which, under the law, is the only basis upon which any valid decision 
of the Commission can rest. Fortunately, much progress is being made in this 
respect but much still remains to be done. 

The so-called three shall-nots would prohibit the Commission, in exercising 
its power to determine and prescribe just and reasonable rates, from consider- 
ing the effect of such rates on the traffic of any other mode of transportation ; 
or the relation of such rates to the rates of any other mode; or whether such 
rates are lower than necessary to meet the competition of any other mode. 
If the proposed three shall-nots were inserted in the rule of ratemaking of 
section 15a, the Commission, in effect, would be limited to a single test in 
determining the reasonableness of a rate—whether the rate is compensatory. We 
take the position that this proposal is undesirable and unnecessary. While 
there are many instances where the enactment of the three shall-nots would 
not have any harmful results, they would in other instances circumscribe the 
regulatory process to a point where it would be rendered largely ineffectual. 
Perhaps 1 or 2 examples will illustrate the point. 

With rail carriers making the meager profit to which they testified, it seems 
obvious that they cannot greatly reduce rates advantageously unless by so 
doing they increase their tonnage. But by reason of their large fixed costs, 
an increase in tonnage produces corresponding reductions in costs per unit, 
relatively greater than in the case of a carrier with lesser fixed costs. Under 
such circumstances, a rail carrier, in instances where its full costs are higher 
than those of its competitor, might reduce its rates sufficiently to enable it to 
capture all of the traffic involved, and because of the larger volume, still be 
able to show that the reduced rates were compensatory since they contributed 
to an overall net improvement of the carrier. However, when competitive traffic 
is hauled at a minimum of profit by carriers whose costs are relatively high, 
the low-cost carrier who at the same or lower rates could provide the service at 
a reasonable profit is deprived of the business. By having the high cost carrier 
perform the service, the overall charges to the public are not reduced as other 
traffic must bear a disproportionate share of the total transporation burden. 
Thus the public is prevented from receiving the benefit of the more economical 
service. Such a result may well follow under the three shall-nots which would 
enjoin the Commission from considering the effect of the rail rates upon other 
forms of transportation or their relation thereto. 

If the compensatory nature of freight rates were to become, as proposed, the 
sole test as to their lawfulness, the Commission would be powerless to correct 
situations where it is necessary to consider the relationship of rates, not only 
as between competing carriers but also as between competing shippers, com- 
munities, or geographical regions, to prevent undue discrimination, prejudice, or 
preference which may otherwise result. 

While there are provisions in the act covering discrimination and preference 
and prejudice, it should be noted that those provisions are not self-operating. 
Exclusive reliance on them would result in delay and shift the burden from 
the carriers to those alleged to be injured. 

In carrier controversies concerning competitive rates in given situations, the 
interests of a particular carrier or carriers do not always coincide with the 








| 


PROBLEMS OF THE RAILROADS 1841 


interests of all of the shippers served by such carriers. Competition between 
different carriers or different modes of carriage must then be considered together 
with market competition, that is, competition between competing shipper in- 
terests. Carriers should not be entirely free to pick and choose specific traffic 
as to which they will meet carrier competition without any regard for the fact 
that similar circumstances relating both to carrier and market competition exist 
with respect to the same freight from and to other points where no related 
rate reductions are proposed. (See National Cottonseed Products Assn., Inc., 
v. A. B. é C. R. Co., 297 I. C. C. 471.) 

If this were permitted in actual practice, it would result in undue preference 
of particular shippers or kinds of traffic, in violation of the provisions of the 
act which guarantee to the shipping public equality of treatment, ratewise, when 
the respective transport services are performed under substantially similar 
conditions. The Commission is of the firm belief that this statutory prohibition 
against undue preference and prejudice as between shipping interests constitutes 
one of the most important and necessary regulatory provisions in our present 
transportation law, and that it should not be materially impaired either by 
construction or by new enactments. 

In the interests of a better understanding of this complex problem, perhaps 
there should be described certain other carrier-competitive situations (other 
than those resulting in shipper preference and prejudice) in which the Com- 
mission may restrain the managerial discretion of carriers by disapproving 
particular rate proposals, and in some instances fixing or approving rate rela- 
tions different from those proposed by the carriers, when the record in a par- 
ticular case justifies such action. They are as follows: 

1. When the rates published by a particular carrier or carriers for a given 
transportation service are not reasonably compensatory. 

2. When the application of given rates published by a particular carrier or 
carriers constitutes an unfair or destructive competitive practice. 

3. When the record shows, based on considerations of costs, service charac- 
teristics, and other material ratemaking elements, that the application of given 
rates published by a carrier or carriers (of the same or different transport 
agencies) would have the practical effect of destroying rather than preserving 
the inherent advantages of their competitors. 

4. When the rates in question would seriously disrupt broad, important inter- 
related rate structures so that the resulting chain reductions would mean a 
substantial loss of revenue by all of the carriers concerned on important ton- 
nage, and thus impair, rather than foster, sound economic conditions in trans- 
portation, and among the several carriers. 

5. Finally, the Commission may restrain managerial discretion when it clearly 
appears that competing carriers in the same or different transport agencies are 
engaged in a destructive rate war. I here mean the kind of destructive rate war 
which, if not checked, would reduce rates to bare out-of-pocket costs or lower. 

When the record in a given case shows that a carrier rate proposal would 
bring about any one, or more, of the five undesirable results previously described, 
it would seem clear that such rate proposal is not just and reasonable within 
the meaning of the governing provisions of the statute, construed in light of the 
present congressional policy as declared in the act. Additionally, of course, as 
previously illustrated, the rates in question may result also in undue prejudice 
or preference as between competing shippers, localities, etc. 

It is in situations of this kind that, based upon a full hearing of all the parties 
concerned, the Commission endeavors to reconcile the conflicting interests of 
the competing carriers, and the interests of competing shippers which may or 
may not coincide with the interests of the carriers. In an appropriate case, this 
may be accomplished by prescribing or approving rates or rate relations which, 
in the Commission’s judgment, will conform with the regulatory provisions of 
the act, assuming of course that the record is adequate for that purpose. 

The mere statement of the complexities involved in these situations demon- 
strates, conclusively I think that it would be wholly impracticable to devise 
any fixed, general formula for determining whether or not particular freight 
rates are lawful. Because of the very nature of the problems, congressional 
policy should be, as it now is, stated in language broad enough to comprehend 
the full scope, as well as the many variations, of the problems involved in 
developing, coordinating, and preserving a sound national transportation system 
adequate to meet the practical needs of the Nation’s commerce and otherwise 
conform to the national welfare. For exactly the same reasons, the policy or 
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principles applied by the Commission in ratemaking, particularly in competitive 
situations, must be flexible enough to meet the practical needs of individual 
situations, from both carrier and shipper standpoints, so far as such needs do 
not materially interfere with or obstruct accomplishment of the congressional 
general transportation policy. 

I do not think it is likely that any competent, impartial person would seriously 
argue that public carriers should be regulated in such manner as to disregard or 
destroy the inherent advantages of any public carrier or of any mode of public 
carriage, assuming that there was agreement as to just what constituted a 
substantial inherent advantage within the meaning of the national policy clause. 
Nor is it likely that anyone would seriously urge that public carriers should 
engage in unfair or destructive practices in their competitive endeavors, assuming 
again that there was no disagreement as to what constitutes unfair or destruc- 
tive practices. 

I am inclined to think, also, that most informed people will agree that we 
should have a sound national transport system adequate to meet the Nation’s 
transportation needs, and that those needs can be met only if we have econom- 
ical and efficient service by and among the several regulated modes of trans- 
portation mentioned in the congressional policy clause. 

The sponsors of the “three shall nots” do not argue that sound inherent ad- 
vantages in particular modes of transportation should not be preserved or that 
unfair or destructive competitive practices between carriers should prevail. 
Instead, their argument seems to be that these sound objectives can best be 
obtained not by statutory controls or restraints, but by leaving the whole matter 
to the managerial discretion of the carriers. 

In other words, the theory seems to be that, if freed entirely from all restric- 
tive regulations, the free play of competitive forces within the zone of reason- 
ableness will automatically preserve all of the substantial inherent advantages 
of each mode of transportation; and that the management of the carriers, in 
their competitive endeavors, will voluntarily stop short of engaging in prac- 
tices that are unfair or destructive, with sufficient margin on the fair side to 
protect the best interest of all of the carriers, the shippers, and the general 
public. 

The Commission, however, finds little, if any, support for this proposition in 
transportation history either at any time in the past or as it is being made 
presently in these carrier competitive situations. In the first place, the deter- 
mination of just what constitutes an unfair or destructive competitive practice 
frequently presents questions of considerable difficulty which, in the Commission’s 
judgment, requires the services of an impartial and authoritative umpire or 
referee as a shield against possible vicious economic results. 

There is, for example, the matter of weighing the advantages and disadvan- 
tages of one mode of transportation against those of another mode. Any informed 
and impartial analysis will clearly disclose that this is an essential element in 
identifying unfair or destructive competitive practices if any practical distine- 
tion is to be made as between fairly meeting competition, and, on the other hand, 
eliminating competition contrary to the public welfare, especially the Nation’s 
need for an adequate and well-rounded national transport system. 

I believe that if transportation history teaches any one thing it is that while 
competitive forces generally are effective in reducing prices and improving 
standards of service, these very same competitive forces in the transportation 
field, if unchecked, will result in eliminating competition and in disrupting 
reasonable and fair rate relations as between competing shippers, geographical 
areas, and territories. 

It is the view of the Commission that any substantial relaxation of the exist- 
ing controls or checks on freight rates, as now provided in the several rate- 
making provisions of the act, as those provisions are presently interpreted by 
the Commission, would be a step backward from a sound solution of the prob- 
lems confronting the transportation industry, including the railroads and the 
shipping public. Whe Commission’s opinion on this, it should be emphasized, 
is based upon its day-to-day practical and objective experience in analyzing and 
evaluating the evidence and arguments of carriers and shippers in given situa- 
tions, with due consideration for the general public interest in ratemaking. 

The limited and flexible statutory restraints in the Interstate Commerce Act, 
on the managers of public carriers in the matter of ratemaking, generally have 
constituted a formidable shield against, and a remedy for the correction of any 
unlawful situations resulting from the application of other more objectionable 
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kinds of restraints. I here refer to the kind of economic restraints or trade 
barriers, as they have been called by the Supreme Court, that, in the absence 
of reasonable controls, could be imposed upon shippers, particular carriers, 
geographical regions, territories, etc., in the form of unfair and inequitable 
freight rates. 

The possible effect of rates and rate relationships on the public welfare 
cannot be overemphasized, for they are often the key to either economic 
advancement and growth or to economic retardment and withering of com- 
munities, areas, and industries. The stake of the Nation in the free flow of 
commerce and, therefore, in matters affecting transportation is very real 
and far reaching. It is this paramount public interest which distinguishes 
the transportation industry from other commercial enterprises. 

The Commission believes that the present statutory restraints in the act 
on ratemaking, including specifically the limited restraints or checks in com- 
petitive rate situations, have served a good purpose in the past and that they 
should not now be impaired. 

Again, let me assure you that the Commission makes no attempt to ap- 
portion traffic between competing modes of transportation. Our responsibility 
as we see it is to so administer the act as to afford shippers, insofar as possible, 
a ‘choice of transportation services at the lowest rates which are consistent 
with efficient operation. At the same time, we believe that all carriers should 
have an opportunity to render competitive service with a maximum of rate- 
making freedom but with restraints against rates which would be mutually 
destructive as between the modes of transportation, or within any particular 
mode, or otherwise detrimental to the public interest. 

In short, it is our considered view that rail carrier ratemaking disabilities, 
insofar as the impact of existing statutes is concerned, are much less than 
some of their officials seem to believe and that those disabilities with which 
they find themselves confronted are largely of their own making as a result 
of their failure to present all facts necessary to a determination of the low 
cost form of carriage. We agree however, that they are severely handicapped 
by the imposition of the excise tax, the unequal impact of regulation resulting 
from the enlarged agricultural exemptions, the so-called bulk exemptions, and 
the unregulated for-hire transportation performed under the guise of private 
earriage. 

Several other rate matters have been referred to by preceding witnesses. 
It is urged that quantity rates be permitted where justified by savings in 
<ost to the railroad. Such rates are now permitted. See, for example, Molasses 
from New Orleans, La. to Peoria and Pekin, Iil., (235 I. C. C. 485), and Ha- 
River Coal from Mount Vernon, Ind. to Chicago (296 1. C. C. 489). 

It is also urged that agreements with shippers for lower rates be permitted 
where justified by savings in cost, in return for guaranteed quantities of ton- 
nage or guaranteed proportions of the shipper’s total volume. This is a prac- 
tice now in vogue in Canada and in some other countries. It is a highly 
controversial matter and one on which the Commission has not had occasion 
to express itself. If the rail lines intend to pursue this method of ratemaking, 
they should submit schedules embodying their proposal. 


BURDENSOME, EXPENSIVE, AND GENERALLY UNJUSTIFIED LEGISLATION 


We agree with the carriers that they should not be subjected to legislation 
which is unjustifiably burdensome or expensive. The question is: What legisla- 
tion falls into this category? The following have been so mentioned in these 
hearings. 

S. 1886, H. R. 5124, the so-called power-brake bills. 

S. 1729, H. R. 6384, H. R. 6385, the so-called track motorcar bills. 

H. R. 182, H. R. 3484, H. R. 4564, the so-called unlighted freight-car bills. 

H. R. 897, the railroad communication systems bill. 

S. 1672, S. 2480, H. R. 7308, bills providing for reductions in hours of service. 

S. 1313, H. R. 4853, the retirement and unemployment bills. 

Some of the railroad witnesses have stated that although these bills have 
been proposed in the name of “safety”, they are nothing more than make work 
or featherbedding measures. 

Apparently the United States Senate and the Interstate and Foreign Com- 
merce Committee of the House disagree with this characterization insofar as 
the so-called power- or train-brake bills are concerned. S. 1386 was passed by 
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the Senate on August 13, 1957, and H. R. 5124 was reported out favorably by 
the House committee on August 20, 1957. Unless the railroads are of the view 
that their own power-brake rules are unduly burdensome, or unnecessary in the 
interest of safety, we are at a loss to understand this characterization as applied 
to these bills, since as passed by the Senate and reported out by the House com- 
mittee they provide for the initial adoption by the Commission of the AAR’s 
own rules. 

In our legislative committee’s reports of October 22 and November 4, 1957, to 
the chairman of the House and Senate Interstate and Foreign Commerce Com- 
mittees, respectively, favoring enactment of H. R. 6384 and S. 1729 the so-called 
track motorcar bills, it was pointed out that during the past 10 years 67 collisions 
occurred in which track motorcars were involved. As a result, 91 persons died, 
and 201 were injured. Thirty of these accidents have occurred since January 1, 
1954. It appears to us that the industry’s self-imposed rules are either inade- 
quate or are not being properly enforced. The situation which these bills seek 
to correct is a very real one and the proposals should not be lightly dismissed 
as “make work” measures. 

The so-called unlighted freight car bills, H. R. 182, H. R. 3484, and H. R. 4564, 
are aimed at reducing the number of accidents caused by motor vehicles running 
into the sides of trains at highway grade crossings at night, particularly at un- 
guarded crossings. It should be noted, in this connection, that some of the 
carriers have already placed reflectors or other luminous markings on some of 
their cars. 

In our reports to the chairman of the House Interstate and Foreign Commerce 
Committee on H. R. 182 and H. R. 3484, we expressed the view that provision 
for this type of protection would seem to be well worth the expense involved, 
and that it would be considerably less costly than grade crossing eliminations 
or the installation of most other protective devices at highway-railroad crossings. 
We also pointed out, however, that we were not unmindful of the limited measure 
of protection that would be afforded by such markings. We have made no 
exhaustive study of this matter, but on the basis of the information we now 
have legislation of this nature appears desirable. 

In our reports to the appropriate congressional committees on S. 1672 and 
H. R. 7308, bills which provide for reduction in the hours of service for certain 
railroad employees and for other changes in the Hours of Service Act, we 
stated that in view of the fact that railroad operations and equipment are be- 
coming increasingly more technical and complex, it is quite possible that this 
has resulted in an additional strain on operating employees with an attendant 
adverse effect on railroad safety. Under these circumstances it seems reason- 
able that a reduction in the number of hours which employees “actually en- 
gaged in or connected with the movement of trains” may lawfully work would 
contribute to the safety of railroad operations. We see no reason, however, for 
extending this proposal to employees not so engaged. 

In keeping with our theory that the carriers should not be subjected to un- 
duly burdensome or expensive legislation, we recommend an amendment to 
section 4 of the act relieving the carriers of some of their burdens. This recom- 
mendation was enacted into law during the last session of the Congress. We 
have also recommended to the Congress that the Safety Appliance Acts (45 
U. S. C. 1-16) be amended so as to authorize the Commission to exempt 4- 
wheel track motorears and 4-wheel push trucks from nay or all requirements 
thereof, and that they be further amended to authorize the Commission to 
prescribe for such cars and trucks such other appliances and devices as may be 
necessary in the interest of safety. This recommendation is the subject of 
pending bills, S. 3102 and H. R. 9913. We have also opposed recent proposals 
to amend section 15 (3) of the act which would require prior Commission ap- 
proval of certain rate adjustments. 

In addition, we have opposed the enactment of H. R. 897, or similar legisla- 
tion, at this time, which would authorize the Commission to require the installa- 
tion of certain railroad communication systems, although for some years previ- 
ous we had recommended such action. We changed our position because of the 
marked advance which the railroads have made in this field without govern- 
mental compulsion. 

S. 1313 and H. R. 4353, the railroad retirement and unemployment benefit 
bills, relate to matters over which the Commission exercises no jurisdiction. 
They are of concern to us, however, because of their effect upon the carriers’ 
revenues. Whether such adverse effect is offset by considerations of social 
policy is a matter for the Congress to decide. 
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SUGGESTIONS FOR SELF-HELP 


We turn now to the topic “matters on which the railroads may help them- 
selves at present without further action of the Congress or the Interstate Com- 
merce Commission.” 

Our Commission has frequently taken occasion to say that it does not regard 
itself as the manager of the carriers it regulates. It adheres to that view. 
The suggestions for self-help which follow are made with this in mind. 


PUBLIC RELATIONS 


In the early days railroad companies, for reasons which need not be reviewed 
here, acquired much ill will. Though most of the original causes have long 
Since been removed, an unfavorable reputation is not easily dispelled. The 
persistence of lingering unfavorable impressions makes it doubly important 
that present resentment be held to a minimum. We shall undertake no more 
here than to identify some of the areas in which we believe public relations can 
be improved. 

In the passenger field we have, for example, observed dirty equipment and 
aggravating delays in making telephone contacts with ticket offices. We re- 
ceive complaints about unheated equipment and about delayed schedules which 
the public feels should at least be explained. More important, we have ex- 
perienced and observed not only disinterestedness but unjustifiable discourtesies 
in the treatment of the public by railroad employees. Without minimizing the 
carriers’ difficulties in making their passenger business more attractive, we be- 
lieve that there is here an opportunity for the carriers to help themselves. 
Similar complaints arise in the freight end of the business. Rail service is 
normally slower than that of competing modes. But when the traffic depart- 
ment makes representations which the operating department does not fulfill, 
much ill will is created. 

MEAL SERVICE 


A close look at the meal service provided by the airlines would, we believe, 
suggest ways to reduce the dining car deficit. 


LESS-THAN-CARLOAD TRAFFIC 


Railroads now engage in the handling of less-than-carload traffic on their 
own account. They also own the Railway Express Agency. Some of them are 
interested in freight forwarders. Additionally they have an interest in the 
transportation of parcel post with which they are of course competitive. Gen- 
erally speaking, the first two services are not profitable. We believe there is 
here unnecessary and expensive duplication that calls for more consideration 
than, so far as we are informed, has been had. 


COORDINATION OF SERVICES AND FACILITIES 


We believe that great economies can be effected and services improved by 
greater coordination of transport operations. This includes coordination among 
carriers of the same mode as well as coordination between carriers of different 
modes, such as is represented by piggyback and fishyback operations. 

The Commission has no authority to compel carriers to make joint use of fa- 
cilities, to pool traffic, to merge their properties, or otherwise to order manage- 
ment to improve their services and eliminate waste. However, again and again, 
the Commission has pointed out in recent annual reports that excessive plant, 
duplicative facilities, etc., are matters that require correction by railroad man- 
agement. As a matter of fact, since the Commission has responsibility under 
section 15 a (2) of finding that railroads are honestly, economically and ef- 
ficiently managed in considering increases in rate levels, it has urged in its 
reports in the last three general rate increase cases that management look, in 
part, to improved efficiency for the improvement of their net revenues. 

There are two ways of doing this: First, through technological and mechanical 
improvements, such as electronic accounting, communications, microwave, use of 
improved equipment, generally mechanized track maintenance, motorized freight 
handling, automatic signaling, and centralized traffic control. 

The foregoing cost money, although investment in such improvements produces 
a high return. The second method of producing efficiency and economy is through 
the elimination of waste. This takes many forms: Elimination of duplicating 
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facilities, multiple yards and terminals causing expensive interchange operations 
and excessive loss and damage claims, internal reorganizations, consolidations, 
pooling of traflic, standardizing equipment, ete. Items of this kind have not been 
fully exploited. They are highly productive in promoting more net on the same 
gross revenues, yet the advantages of aggressive efforts in this direction have 
not been fully utilized. 

It will not be disputed that there are instances of paralleling trackage or dupli- 
cation of other facilities not needed in the public interest. The desire of each 
line to preserve the independence which goes with full control of all its facilities 
is understandable. We believe, however, that the economies that would, in 
many instances, follow an arrangement for joint use call for greater initiative 
by them. The feasibility of improving efficiency and economy in operation in 
particular situations by the pooling or division of traffic, service, or earnings 
where such cooperative efforts can be justified within the meaning of section 
5 (1) should also be explored. 

RATEMAKING 


The efforts of the railroads to simplify their tariffs have borne some fruit, 
but not enough, and should be intensified. For example, the continuance of dual 
classifications and class-rate systems is undesirable. 

There should be more progress in the establishment of joint rates between rail 
lines and motor carriers, as well as water carriers. 

In proceedings involving competitive ratemaking, where the railroads claim 
inherent advantages, they should present more persuasive evidence, particularly 
in respect of costs, than they have done in many cases in the past. They should 
also move with greater speed to revise their rate structures so that they will 
be based to a greater degree on cost studies. 

The railroads should thoroughly explore the feasibility of publishing more 
volume rates, i. e., in multiple-car lots, or even trainload quantities, when it can 
be shown that such rates are not unlawful. 


EQUIPMENT AND MAINTENANCE 


It may also be observed that rail carriers traditionally have followed the prac- 
tice of accelerating or diminishing orders for equipment with the rise and fall of 
business. Considering the necessary interval between the time the order is placed 
and the time of delivery, substantial increases in business are invariably accom- 
panied by an equipment shortage. By reason, also, of these peaks and valleys in 
orders placed with manufacturers, the cost of cars exceeds what it would be if 
purchases were made more uniformly. To like effect, we believe, also, that 
costs could be reduced, and at no attending disadvantage, by greater standard- 
ization of car design. 

A somewhat similar situation exists with respect to maintenance and improve- 
ment work. When business is poor, these things are held to a minimum. When it 
improves, they are stepped up. Again, because of the necessary time interval, 
the work is not done when the demand arises. An instance is recalled, by way 
of example, when railroads coincident with a steel strike laid off a large number 
of track-maintenance men: Certainly, it will not be disputed that trackwork can 
be done much more economically when there are only a few trains running than 
when the work is interfered with heavy movement. 

The foregoing is merely by way of suggestions. It is not intended to be 
exhaustive. 

SUMMARY 


To summarize, the position of the Commission with respect to views expressed 
by previous witnesses is as follows: 

1. We strongly urge repeal of the transportation excise taxes. 

2. We urge legislation that will confine the ever-expanding agricultural ex- 
emptions so as to bring them within more reasonable bounds. 

3. We shall continue to prosecute in the courts illegal operations carried on 
under the guise of private carriage, and have already made a recommendation 
to Congress that the law be clarified. 

4. We advocate the principle that this country’s several forms of transporta- 
tion should be treated equitably, and that no one form should be preferred, by 
subsidy or otherwise, to the detriment of others. 

5. We believe that alleged uneconomic labor practices, whether on the part of 
management, or labor, should be explored. 
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6. As a general proposition, we believe that the passenger-train service should 
be self-supporting; that urban and interurban commuting services which need 
subsidization should be subsidized by the communities served and not by shippers 
throughout the country. 

7. The Commission does not see any need at this time for any change in its 
powers or duties with respect to determining fair and reasonable rates for the 
transportation of mail by railroads. Consistent with our general view, however, 
all forms of transportation should be treated equitably. 

8. We believe that, where consolidations of railroads would produce substan- 
tial economies without sacrificing service to shippers or otherwise affecting the 
public interest adversely, they should be encouraged. The railroads should 
initiate action for practical proposals of this kind. We see no need for any 
chance in the existing laws. 

9. We subscribe to the objectives of the pending H. R. 8381 regarding depre- 
ciation for railroads, and recommend its adoption. 

10. We believe that some Government assistance in the financing of equipment 
is imperative as a temporary measure, and we recommend that it be accomplished 
through the guaranty of loans or a direct-loan-type plan. 

11. The carriers under the present laws have full freedom to initiate just, 
reasonable, and nondiscriminatory rates. A very small number of rates proposed 
by them are suspended or ordered canceled, and then only when required for the 
protection of the public interest. We see no need for change in the present laws 
in this respect. 

12. We are opposed to the enactment of any burdensome, expensive, and unjusti- 
fied legislation, but do not believe that S. 1386 (the power-brake bill) falls in 
this category. 

In closing, I do not think it necessary to point to the danger of oversimplifying 
a very complex situation. The plight of the railroads calls for a constructive 
effort on the part of all. Congress must provide equitable laws, and the Commis- 
sion must administer them impartially. State commissions must recognize their 
obligations to the Nation as well as to their own communities. Labor must 
perform 8 hours’ work for 8 hours’ pay. Managenient must attract new traffic 
through new ideas and better and more economical service, and it must sell 
the American people on their one and only product—transportation. 


APPENDIX I 
Marcu 7, 1958. 
Subject: Repeal of excise taxes on the transportat’>n of persons and property. 
Hon. Wireer D. MILLs, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D.C. 


DEAR CHAIRMAN MILts: It is the studied view of this Commission that the 
excise taxes on transportation are highly inimical to the best interests of this 
country. Peginning with our annual report for 1948, and in each succeeding one, 
we have called the attention of the Congress to the discriminatory effect of these 
texes. The purpose of this statement is to provide your committee, which is now 
considering these matters, with an analysis of the impact of these taxes on our 
country’s transportation system. In the opinion of this Commission, remedial 
action at this time is imperative. 

Inasmuch as the 3-percent excise tax does not apply to the transportation of 
property by private carrier, it imposes a severe competitive handicap on for-hire 
carriers. It also serves as an artificial inducement for shippers to switch to pri- 
vate carriage, and encourages transportation practices which circumvent the 
regulatory objectives of the Interstate Commerce Act. In addition, it discrimi- 
nates unfairly against shippers located at greater distances from a common 
market. The 10-percent passenger tax tends to discourage travel by commen 
carrier and, thereby, to aggravate passenger deficits and the need for increased 
freight rates to offset such losses. 

Essentially, it is the responsibility of the Commission to administer and enforce 
the Interstate Commerce Act in a manner consistent with the national transporta- 
tion policy. That policy, in part, is to promote “sound economic conditions in 
transportation” in order to preserve a national transportation system adequate 
to meet the needs of the commerce of the United States, of the postal service, and 
of the national defense. When it can be demonstrated that the tax policy of 
the United States is inconsistent with the national transportation policy, in fact, 
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injurious to it, we believe it to be our duty to recommend to the Congress an 
appropriate resolution of that conflict. 

Mindful of the revenue considerations which have led the Congress to retain 
these taxes, it is our view that their repeal is necessary to remove an unwar- 
ranted and unjust discrimination against for-hire carriers. It is our consid- 
ered opinion that the country’s interest in and need for an adequate transpor- 
tation system should be balanced against the resulting revenue loss, if, indeed, 
there will be any such loss. We shall hereinafter discuss the improbability of 
any substantial revenue loss as a result of the repeal of these taxes. 

The 3-percent excise tax on the amounts paid for transporting property for 
hire has been in effect since December 1, 1942. The tax was imposed, in part, 
as a revenue measure but, primarily, we believe, to discourage nonessential 
shipping during the war when transportation facilities were at a premium, 
Significantly, a like 3-percent tax was adopted in 1917, during World War I. 
That tax, however, was repealed in 1921, 3 years after the end of that war. 
Revenue received from the present tax has risen from $215,488,000 in fiscal 
year 1944 to $450,600,000 in the year ending June 30, 1956. Those who have 
urged retention of the tax have done so solely on revenue grounds, not on the 
ground that the tax is fair or nondiscriminatory. 

While the tax is nominally at a rate of 3 percent, as applied, its effect is 
much greater because each separate shipment involved in the processing of a 
commodity is subject to it. For example, the tax would apply on the ship- 
ment of raw materials to a plant, and again on the shipment of the finished 
products. Any intermediate or subsequent shipment of the property would also 
be subject to the tax. Because freight rates are generally higher on finished 
products than on raw materials, the 3-percent tax pyramids in the sense that 
the amount actually paid increases at each stage of production and distribution. 
To the extent that the tax is passed on to the ultimate consumer as part of 
the production cost, the cost of living of consumers is proportionately increased. 
To the extent that a shipper attempts to absorb the cost, a substantial induce- 
ment is held out to him to transport his products himself in order to avoid 
the tax. It will readily be seen that carriers subject to the tax are placed in 
a severe competitive handicap with private carriers not subject to the tax. 

The discriminatory effect of the tax on the highly competitive transportation 
industry, where margins of profit are exceedingly low, cannot be overemphasized. 
However, in addition to this prejudicial effect upon public carriers, the tax re- 
sults in an unfair discrimination against the distant shipper. While distances, 
in and of themselves, give a competitive advantage to the shipper closer to a 
market, the superimposition of a 3-percent transportation tax may well have the 
effect of foreclosing a market area to the shipper already faced with greater 
freight charges. 

For example, on a carload of apples from Seattle, Wash., to New York City, 
weighing 35,000 pounds, the tax is $23.21, whereas from Winchester, Va., to 
New York the tax on a like shipment of the same weight is $7.88. Other 
comparative figures are set forth in the appendix attached hereto. 

The primary concern of the Commission, however, arises from the fact that 
the tax is one of the major factors in an ever-increasing diversion of freight 
from public to private carriage. Yet it is on our public carriers that this Na- 
tion must primarily depend for essential transportation services. Ordinarily, 
speed, cost, and suitability will determine whether a shipper moves his com- 
modities by rail, motor, or water. As long as the inherent advantage of each 
is the criterion which governs the selection, there is no inconsistency with the 
national transportation policy. However, when the choice between transporting 
property by any form of for-hire carrier must be balanced against a 3-percent 
cost inducement held out to a shipper to move his own goods, clearly, the tax 
policy is at odds with the national transportation policy. 

Information available to us indicates that the 3 percent cost differential may 
often be the decisive factor in causing shippers to switch to privately owned 
trucks. In the absence of service considerations, or meaningful economy of 
operation in which a 3-percent saving is a substantial amount, there would be 
little incentive for commercial and industrial firms to switch to private car- 
riage. In this connection, it is observed that the present average operating 
ratio (cost against revenue) of motor carriers subject to our jurisdiction is 
in excess of 96 percent. 

The tax results in a further unjust discrimination. The volume producer or 
large shipper is in a position to underwrite the initial cost of securing his own 
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vehicles, particularly when he is assured of a 3-percent cost saving. On the 
other hand, most small shippers cannot afford to own their own trucks and 
must, therefore, ship by public carriers. The net effect is that the small shipper, 
who has no election, must either absorb the 3-percent tax or not compete in 
the common market with the large shipper who operates his own vehicles. 
The small-business man labors under enough natural handicaps without being 
required to continue under this inequitable disadvantage. Needless to say, the 
well-being of the economy is dependent upon the well-being of shippers, large 
and small. 

Perhaps the most serious outgrowth of the trend toward private carriage 
has been the development of pseudoprivate carriage. We refer to instances 
where the operator actually engages in for-hire transportation under the guise 
of private carriage. These operations take many forms. One of the most com- 
mon is that, in order to avoid the cost of an empty back haul, an operator 
goes through motions of purchasing commodities, ostensibly for himself, but, 
actually, for resale at cost plus a nominal transportation charge and, of course, 
without payment of the 3-percent tax. For example, a company with its own 
fleet of trucks makes a delivery of its own products from New York or Chicago 
to the west coast. Much of the economy of such an operation would be lost if 
the truck must return empty. The shipper purchases a truckload of canned 
goods or some other staple commodity, transports it to his home city, and then 
immediately resells it to a waiting purchaser. In the aggregate, the diversion 
of freight through this practice has reached disturbing proportions. While 
the 3-percent tax can hardly be held primarily responsible for these activities, 
the incentive it provides to shippers to truck for themselves, and the tax avoid- 
ance involved, are wholly relevant factors. 

Finally, the cost to the carrier in collecting the 3-percent tax is not inconse- 
quential. For example, a witness for the Air Transport Association told your 
committee in 1953 that it cost the airlines an estimated $12 million to collect 
just the 10-percent tax on passenger fares during the period 1946 to 1952. 

Even a conservative equating of this figure to the cost of collecting the 3-per- 
cent property tax by railroads and motor carriers would produce a figure run- 
ning into the millions of dollars annually. 

As pointed out above, revenue considerations have been largely responsible 
for the retention of this tax. Thus it becomes important to determine whether 
and to what extent the revenue of the United States might suffer if these taxes 
were repealed. 

The Government received over $450 million from the 3-percent excise tax dur- 
ing the year ending June 30, 1956. However, most persons who pay the tax 
may deduct it as a business expense in computing their income tax. In addi- 
tion, carriers who collect the tax may deduct the costs incurred. 

It is plain that when these matters are taken into consideration, the net rev- 
enue received is substantially less than the gross figure cited above. We have 
also pointed out that the transportation tax is a major inducement to shippers 
to transport their own property and that the diversion of traffic from public 
carriers subject to the tax is continually increasing. 

Thus, quite apart from its other inequities, the tax is self-defeating in that 
it tends to destroy its own base. Intercity or long-haul operations by private 
earriers are by and large uneconomical, particularly in those instances where 
the vehicle returns empty. 

It has been estimated that repeal of the tax would result in a substantial diver- 
sion of traffic back to for-hire carriers, resulting in profitable transportation 
upon which the Government would receive additional income tax. 

In total, it is our opinion that increased revenues from income taxes would 
offset to a very large extent, if not entirely, the loss of income which would result 
from repeal of this excise tax. 

Last November, Congressman Wright Patman, chairman of the House Select 
Committee on Small Business, recognized the present discriminatory situation 
and suggested that if the tax is not removed, then it should be applied “across 
the board,” that is, on private carriers as well as on for-hire carriers. 

The difficulty with this approach is that it fails to take into account the sub- 
stantial practical problem of applying such a tax to private carriers since they 
maintain no tariffs and many of them do not even segregate their transportation 
costs. In these circumstances, without subjecting private carriers to substantial 
regulation, it would be difficult, if not impossible, to determine a cost figure 
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upon which the tax could be assessed, assuming such a course were otherwise 
deemed desirable. 

With respect to the 10-percent excise tax on passenger travel, it is not dis- 
puted that this tax was designed primarily to discourage unnecessary wartime 
travel, and only secondarily as a revenue measure, although it produced ap- 
proximately $250 million in revenue in the year ending June 30, 1956. 

But one of the major problems facing the railroads is the continued deficit 
from passenger operations. This deficit is reflected, in part, in increasing freight 
rates to a point sufficiently high to offset the passenger losses, which in fiscal 
1956 amounted to almost $700 million on a fully distributed basis. To the ex- 
tent that passenger travel is deterred by this tax and deficit operations perpetu- 
ated, higher freight rates become an almost certainty. 

Moreover, it seems grossly unfair to impose a tax which has the effect of penal- 
izing those people who must travel long distances. The tax on a first-class plane 
or rail ticket from Los Angeles to Washington, for example, is almost $16, 
whereas from Pittsburgh, the tax by plane is $1.47, and by rail with roomette, 
$2.28. 

Why one who must cross the continent to come to the seat of his Government 
should be required to pay many times the tax of one living close by is not under- 
standable. The privilege of doing business with one’s Government should not 
be taxed according to the locale of one’s residence. In these circumstances, con- 
tinuation of the 10-percent passenger tax seems clearly contrary to the public 
interest. 

At the time this tax was imposed, those who had to travel had little alterna- 
tive but to use common ¢arriers. Passenger traffic was in excess of capacity, 
notwithstanding the deterrent effect of the tax. It was consistent with the in- 
terests of national defense. 

These considerations, however, are no longer pertinent. With a return to 
travel by automobile, the need today is to encourage, not discourage, travel by 
rail and motor carrier if only to alleviate congestion on the Nation’s highways. 

Except for rush-hour peaks, most common carriers are operating well below 
capacity, so that increased travel would not involve a proportionate increase in 
operating costs. Although the defense interest is no longer served by a present- 
day deterrent on travel, the need continues to preserve an adequate passenger 
service by common carrier to meet the contingencies of any new emergency. 

In urging the repeal of these taxes, it should again be stressed that we are 
not unmindful of the revenue requirements of the Government. We believe, how- 
ever, that the loss of revenue resulting from the repeal of these taxes would, as 
indicated, be offset to a considerable extent by additional receipts from other 
sources. Moreover, we are convinced that any possible loss of revenue would 
be more than offset by the public interest in strengthening and preserving a 
transportation system capable of meeting adequately the country’s need for 
service, both in peacetime and during emergencies, in conformity with the na- 
tional transportation policy as declared by the Congress. 

We therefore urge that your committee give favorable consideration to the 
bills now pending before it which would repeal these taxes. 
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Differences in excise taxes on like shipments 
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Potatoes from Aroostook, Maine, to Boston, Mass__.___.__- Led 


| 
Commodity 100 pounds|_ weight, 3 percent 

| pounds 
Apples, fresh, from Seattle, Wash., to New York, N. Y_......------ $2. * 35, 000 $23. 21 
Apples, fresh. from Winchester, Va., to New York, N. ¥_..._..__-- 35, 000 7.88 
Canned goods from Seattle, Wash., to New York, N. ¥_ 1. i 60, 000 34.74 
Canned goods from Se: aford, Del., to New Y ork, N. Y_- 60, 000 4. 86 
Refrigerators from Louisville, Ky., to Pacific coast din tees ee ok 18, 000 20. 68 
Refrigerators from Louisville, Ky., to St. Louis, Mo_............... t 3 18, 000 6. 64 
Potatoes from Lewiston, Idaho, to Boston, Mass _.._..._. 1.95 36, 000 21. 06 








PROBLEMS OF THE RAILROADS 1851 


APPENDIX II 


Sussects Upon Wuaitcu Stupres SHovutp BE MADE AND TESTIMONY AND EVIDENCE 
PRESENTED IN Docket No. 31954, RarLroap PASSENGER TRAIN DEFICIT 


1. Historical development of the Commission’s present rules governing sepa- 
ration of operating expenses between freight and passenger-train service; inves- 
tigation of direct charges and allocation of common expenses required by such 
rules; whether, and in what manner and extent, such rules should be changed. 

2. A cost study to determine what part of the passenger deficit is attributable 
to the various kinds of passenger-train services, viz, parlor-car, dining-car, and 
sleeping-car operation, coach, commutation, head-end service, such as mail, 
express, etc. (To be furnished by carriers.) The extent of the cost studies 
will be determined later. 

3. A survey of the number of trains operated and the number of passengers 
carried on each train during a representative period. (To be furnished by 
carriers. ) 

4. A review of the present and past rate structures to determine what has 
been the effect on gross passenger train revenue of any changed rate levels— 
either increased or decreased. 

5. Detrmination of the factors which affect the rate structures of airlines 
and bus lines which are advantageous to these carriers as contrasted with 
the rail passenger rate structure. 

6. An overall determination of the factors, other than rate levels, which tend 
to make passenger train operations profitable or unprofitable, in relation to 
motorbus and air passenger operations. 

7. The effect of suburban development and the private automobile on the 
passenger deficit. 

8. Studies of the political and economic forces exerted upon the railroads 
to maintain commutation service and of the corresponding obligation of the 
public with respect to such service. 

9. Study of the extent, amount, and effect of Federal, State, and local taxa- 
tion on passenger-train service, equipment, and facilities, including excise 
taxes. 

10. Cost of constructing, maintaining, and operating railroad passenger termi- 
nal facilities and the influence thereof on the passenger-train service deficit. 

11. The extent and competitive effect of— 

(a) Direct and indirect Federal, State, and local aid. 
(0) Government policies with respect to passenger and head-end traffic. 

12. An analysis of the experience of the carriers in discontinuing trains and 
in the abandonment of lines, stations, and agencies. 

13. Railroad passenger-train service and facilities in relation to the needs 
and requirements of the commerce of the United States, the postal service, and 
the national defense. 

14. A study of equipment depreciation schedules in relation to obsolescence 
and modernization of passenger train equipment. 

15. Studies of what railroad management has done and plans to do in the 
way of improvement of equipment and service and the effect thereof on volume 
of passenger traffic. 


Senator Smaruers. In any way that you may care to extemporize, 
we would appreciate it. 

Mr. Freas. Thank you. 

My name is Howard Freas. I have been a member of the Inter- 
state Commerce Commission for the past 41% years, and since the first 
of this year I have served as its Chairman. 

I am also ex officio member of the Legislative Committee. 

I have prepared the statement to which you referred on behalf 
of the Commission, and my testimony will be on behalf of the 
Commission. 

Present also today are Commissioner Mitchell, Commissioner 
Arpaia, a member of the Legislative Committee, Commissioner 
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Winchell, Commissioner Minor, another member of the Legisiative 
Committee, Commissioner Hutchinson, Commissioner Walrath, Com- 
missioner McPherson, and Commissioner Goff. 

Senator Smatuers. I might interrupt you to say that now as I look 
out there, I see those handsome and bright faces looking up this way. 
I didn’t see them at first, or we would have invited them to come up 
Bans, Nbare they could hear better. We would be delighted to have 
you do so. 

Mr. Watratu. Mr. Chairman, does that mean that we can ask 
them questions ? 

Senator Smarners. Well, I guess we had better not go that far. 
They are liable to take the fifth amendment on their fellow Commis- 
sioners. [Laughter.] 

Mr. F Res. iiensisiene Tuggle and Murphy are sitting in oral 
argument in a proceeding before Division 3. 

am generally familiar with the testimony of the previous wit- 
nesses, and I might say in a general way that we agree, or at least 
do not substantially disagree in many respects with the testimony 
of the rail witnesses. We do not agree with them entirely, however, 

The statement to which we have referred sets forth in greater de- 
tail the areas or agreement and disagreement and gives the reasons 
for our views. I shall try to just more or less hit the high-spots of 
that statement, since it is a part of the record. 

I would like to mention first the transportation excise taxes and 
state that we are in wholehearted agreement with the contention that 
these taxes should be repealed. We think, incidentally, that the 
members of this subcommittee and of the full committee are to be 
congratulated on the prompt and vigorous action that they have 
taken respecting those taxes. 

Incidentally, I don’t want to duplicate the many statements that 
have been made, but I do want to point out that proposal is one that 
is advocated, as you know, not only by the rail lines but by all forms 
of for-hire transportation, and I think it is a correct statement that 
it is concurred in by the great majority of shippers. 

We have filed a statement with the House Ways and Means Com- 
mittee setting forth our views on the subject. We have also presented 
a copy of that statement to the Secretary of the Treasury and added 
some of our comments to it. The statement is attached as an ap- 
pendix to my prepared statement. 

I turn next to the question of exemptions. 

While we do not have the precise figure, it is estimated that the sweep 
of regulation embraces only 11 percent of the passenger miles and 
about 68 percent of the ton-miles of transportation. Of that which 
is regulated, the rails’ share has been declining steadily. In 1956 
it amounted to about 36 percent in the passenger field and 71 percent 
in the movement of property. 

Revenuewise, we have later figures, such as for 1957, in which the 
rails’ share of the revenue was 56.8 percent. This may be contrasted 
with their share only 10 years ago of 73.6 percent. 

The rail lines’ dative position, trafficwise, as has been pointed 
out, has been deteriorating for quite some time, and the sudden drop 
in tonnage in the last few months has greatly aggravated that situa- 
tion. There are many reasons for this, but very important among 
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those many reasons are the adverse effect of the tax to which I just 
referred, the large and growing number of agricultural exemptions, 
and the exemption of most bulk-commodity shipments moving by 
water. 

Ae we see it, judicial decisions have very greatly extended the agri- 
cultural exemptions beyond what was originally intended, and we find 
in this record that exempt motor carriers are now pleading for 
regulation. 

The principal purpose, as I understand it, in enacting these exemp- 
tions has been for the benefit of the producers. But as a result of a 
series of court decisions this list has now been greatly enlarged so 
that the agricultural exemptions now are being used by commercial 
interests for their own advantage and not to any direct or proven 
benefit of the farmer or producer. 

We do not think that the apparent congressional intent in enacting 
the provisions for these exemptions should be abandoned in favor 
of the continuing substantial identity test that the court has adopted. 

To the extent that the field of these exemptions is being steadily 
and progressively enlarged additional commodities are removed from 
economic regulation. Thus, there will be further erosion of traffic 
which adds to the difficulties with which the committee is concerned. 

Now, here again, not only would the rail carriers benefit from this 
remedial legislation, but it would inure to the benefit of other forms 
of transportation as well. 

The Commission has submitted draft bills which were designed to 
restore these exemptions to their original purpose, and that is to cover 
the movement from the point of production to a point where the pro- 
ducer or grower first loses actual possession and complete control of 
the commodity. 

Another bill, S. 2553, introduced by the chairman, has substantially 
the same objective. It would amend the act by naming specific com- 
modities which would be exempt, and by excluding from exemption 
commodities which have been subject to certain types of processing 
or manufacture. 

In short, in the two bills that have been introduced at the instance 
of the Commission, there is a movement approach, whereas, in your 
bill, Mr. Chairman, as we see it, there is an exempt-commodity 
approach. 

enator Smatuers. May I ask a question right there, Mr. Chair- 
man ? 

The theory of your bills was that once the farmer loses possession 
of his commodity, from that point on it should not then be carried 
by exempt carriers? 

Mr. Freas. That is right, where the commercial man comes into 
the picture—that it was not the original intention of the Congress 
to enact legislation for him, but only for the farmer. 

Now, we are inclined to favor the enactment of the two bills to 
which I have referred that were introduced at our instance. The 
reason for that is that we believe that certain problems that might 
arise in connection with S. 2553 could be avoided. As we see it, under 
that bill it would be somewhat—there would be several difficulties 
encountered. For example, it would be difficult to foresee all the 
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commodities which should or should not be included in the exemption 
and by reason of listing specific methods of processing or manufacture, 
it would be difficult to cope with possible attempts to evade regulation 
by using a different name to describe the method or making a slight 
change in that method. 

However, if the two bills to which I first referred do not receive 
favorable consideration, we think that the enactment of S. 2553 is a 
step in the right direction, and we do favor it. 

Senator Smaruers. Very briefly, is it yours and the Commission’s 
belief, that at the time the exemption was put on in 1935, that it was 
then the intention of the Congress to limit this agricultural exemp- 
tion to, we might say, the things which they then knew about? 

Mr. Freas. That is right. 

Senator Smaruers. As far as the farmer was concerned—primarily 
protecting perishable items, livestock and things of that nature, and 
so long as the farmer, himself, in theory, was moving his product 
from the farm to what amounted to the first stage of the market. 

Mr. Freas. That is it. And the objective should be to try to hold 
it to those limitations. And there might be some difficulties with 
new commodities being introduced into the field, and unless the bill 
were amended to add those, there would be some controversy. But 
the objective in all three of those bills, as we see it, is the same, and 
we think that something along that line should be enacted. 

Senator Smatuers. And the Supreme Court, as you know, has ruled 
that where the original product maintains a substantial identity, then 
they say it can be moved. They say it was the intention of the Con- 

ress to permit that particular article that retains its substantial 
identity, through however many stages as are needed, so long as it 
retains substantial identity; you do not agree with that? 

Mr. Freas. We do not. 

I also would like to point out that there are different views, of 
course, as to when a thing no longer retains its substantial identity, 
that creates very difficult enforcement problems. 

Now, under the heading of exemptions, we also refer to the so-called 
bulk commodity exemptions which are found primarily in the field 
of water carriage. 

Here, again, most of the carriers are in favor of eliminating it, 
including some, though not all, water carriers. 

We did not propose a specific bill covering that, but we have pre- 
viously, and particularly in connection with S. 951 in the 84th Con- 
gress, supported legislation providing for those limitations—I should 
say for the elimination of those exemptions, and we are still of the 
view that that should be done. 

I turn to the question of illegal carriage. 

Senator Smatuers. May I stop you there to ask you this question ? 

Last night we had some testimony from the State Commissioner 
of Iowa, and he, frankly, surprised me with his information because 
I had not heard this before. You might be able to supplement it. 

It was to the effect that in many States, certainly in his State of 
Towa, and he felt in many other States west of the Mississippi River, 
State commissions do not permit what amounts to these exempt car- 
riages by farmers. In other words, every truck which carries even 
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the basic farm commodities, even the most perishable farm items, 
those trucks have to be certificated by the State commission, and the 
rates which they charge are set by the State commission, so that 
there is no such thing as what we would call exempt carriage. 

Are you familiar with that insofar as States are concerned ? 

Mr. Freas. I have not made a detailed survey of that. I under- 
stand that there are seven that fall in that category. 

I am familiar with the testimony to which you refer, and I might 
also say in my home State, California, there are exemptions, but of 
an entirely different nature. 

As I recall them now, there is one, for example, that a farmer in 
hauling his own goods may also haul on a casual basis for a neigh- 
boring farmer up to a specified amount per year. That was changed. 
It was $500. It has gone a little higher now. There are a few ex- 
emptions in the agricultural field, involving casual transportation, but 
by and large, the situation there is much as the witness from Iowa 
has explained. A great proportion of the agricultural commodities 
are subject to regulation, just the same as other commercial freight. 

Senator Smatuers. Can you see any reason why if the people in 
those several States have approved of this kind of regulation, even 
with respect to agricultural items, they have permitted their State 
legislatures to pass laws setting up controls such as this. Can you 
see any reason why at least in those several States there should be 
any further objection to the Federal Government trying to bring 
about a similar type regulation with respect to interstate movement 
of so-called agricultural commodities ? 

Mr. Freas. No,I donot. 

And I think the fact that those States, at least so far as I am in- 
formed, are getting along without too much difficulty, that it would 
be practical. 

I might say that difficult problems are bound to arise and have arisen 
in California in connection with the fixation of rates. By reason of 
the fact that where a truck has to go into the field, sometimes pickup 
freight at a roadside, at points that are difficult to identify, it creates 
a difficult ratemaking problem. But that is a problem, as I see it, 
that would not be encountered here because the California commission 
has gone much farther in establishing rates than the Federal Govern- 
ment has. 

Senator Smatruers. As a matter of fact, is it not true that that was 
envisioned in the two bills which your Commission has sent over and 
the bill which we have before us, S. 2553; neither of them seek to go 
as far in regulating movement of agricultural commodities as is now 
being done in seven States by State law ? 

Mr. Freas. That is true. 

Senator Lauscue. Can you identify those seven States for the 
record ? 

Mr. Arpata. They are chiefly located in agricultural area. That is 
the peculiar part about it. Most of them west of the Mississippi. 
I can’t identify them, offhand. 

Senator Lauscue. Will you provide the identity ? 

Mr. Arpata. Yes. 
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(The material subsequently submitted is as follows :) 


INTERSTATE COMMERCE COMMISSION, 
Washington, D. C., April 7, 1958. 
Hon. Greorce A. SMATHERS, 
Chairman, Surface Transportation Subcommittee, Commitiee on Interstate 
and Foreign Commerce, United States Senate, Washington, D. C. 


Dear CHAIRMAN SMATHERS: This has reference to a question which you asked 
during my testimony on March 28, 1958, at the hearings held by your subcom- 
mittee inquiring into the condition of the American railroads. Specifically, you 
asked whether I was familiar with the fact that in many States “there is no such 
thing as what we would call exempt carriage.” At that time I had not. made 
a detailed survey of the various State provisions, and I stated it to be my under- 
standing that seven States fall in that category. It was requested that we 
provide the identity of those States. 

There are only six States which, according to the State Motor Carrier Guide, 
published by Commerce Clearing House, Inc., have no special statutory pro- 
visions exempting the for-hire transportation of agricultural commodities. They 
are as follows: 


Arizona Towa New Hampshire 
Delaware Massachusetts Vermont 


The State of New Jersey does not regulate the for-hire transportation of any 
property. 

The statutes in Nevada, Texas, and West Virginia are so worded that the 
exemptions therein provided appear to be applicable only to private carriage 
of the transporter’s own goods, and, hence, could hardly be considered as ex- 
emptions from for-hire regulation. The State of Kansas exempts only grain 
moving from the producer to a place of storage or sale for a distance of not 
exceeding 50 miles. 

Although the information was not requested at the hearing, the following 
general observations are submitted with respect to the remaining 37 States with 
the thought in mind that they may be helpful to the subcommittee. No attempt, 
however, has been made to spell out the refinements found in the laws of these 
various jurisdictions. 

In the remaining 37 States, the exemptions relating to the for-hire trans- 
portation of agricultural commodities vary greatly. A few are as broad as the 
provisions of section 203 (b) (6) of the Interstate Commerce Act. Some are 
limited to transportation from a farm or other place of production, or specifically 
provide that title to the goods must be in the producer. In other instances, the 
exemption is restricted to transportation performed by farmers, while in still 
other cases transportation may be by farmers for other farmers. In some States, 
the vehicle must be used exclusively in exempt transportation, and in others only 
casual, intermittent, or occasional transportation is exempt. 

In addition to this wide diversity of treatment, specific placing of all of the 
exemptions into a limited number of categories is difficult for the reason that no 
detailed information that we know of is available respecting interpretations 
placed by State authorities on terms such as “agricultural commodities,” “farm 
products,” “dairy products,” etc., which are used in most of the exemptions. 
I might state, however, that under the exemptions which are limited by the 
States to transportation from farms or for farmers, it would seem unlikely that 
an occasion would arise for transporting many of the processed commodities 
which have been held to be within the exemption in section 203 (b) (6) of the 
Interstate Commerce Act. 

The following information, obtained from digests of State laws, which are 
believed to be accurate, will give a general idea as to the type of exemptions 
provided in the statutes of the 37 States not specifically named above: 

Roughly comparable to the exemption in section 203 (b) (6) of the Interstate 
Commerce Act: 


Alabama Indiana New York 
Arkansas *? Louisiana * Virginia 
Illinois Montana 


1Indicates vehicles must be used exclusively in exempt transportation. 
2 Indicates filing of insurance required. 
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Farm to market exemptions, variously worded, but limited to movements from 
a farm to places of sale, storage, processing, local shipment or the like: 


Florida? Minnesota ? Ohio 

Georgia Mississippi?” Pennsylvania * 
Idaho Missouri * Rhode Island 
Kentucky ’ Nebraska South Carolina * 
Maine New Mexico Utah 

Maryland * North Carolina Wisconsin 
Michigan North Dakota? 


1Indicates “first”, “primary”, “local”, or “original” market is specified. 
a “from a farm” is not specified but goods must be owned by or transported for 
a tarmer, 


Exemptions apply only to a farmer transporting for other farmers: 


California Oregon Washington 
Connecticut South Dakota Wyoming 


Exemption applies only to a farmer, but no limitation to transporting for other 
farmers: 


Colorado Oklahoma 
“Casual” transportation to market not otherwise restricted : 
Tennessee 


If I can be of further assistance, please let me know. 
Sincerely yours, 
Howarp FReas, Chairman. 

Mr. Freas. I turn now to another cause of the dwindling traffic, and 
that is the fact that much more for-hire transportation is taking place 
under the guise of private transportation. 

I might say that we find no fault with legitimate private transporta- 
tion, but we do run into a lot of difficulties in drawing the line and try- 
ing to prevent so-called pseudo-private carriage. A subterfuge 
usually employed is the buy-and-sell method. Under this, rate struc- 
tures are threatened, and discrimination is fostered between shippers. 
The type of operation to which we refer is not in furtherance of a 
primary or bona fide business enterprise other than transportation. 

This method does not constitute private carriage as defined by the 
Supreme Court in the Lenoir Chair case, which is the landmark case. 
In that case the Supreme Court upheld the application of the primary 
business test, that is, whether the primary business of the transporter 
with respect to the property carried is transportation or some other 
business activity to which transportation is merely incidental. 

Under the type of veil that is here employed there exists a condition, 
which, as I indicated, is extremely difficult to distinguish from bona 
fide private carrier transportation. 

Senator Scuorrret. In other words, Mr. Chairman, you know of no 
adequate method of policing that, do Ler ? 

Mr. Freas. We have had very much difficulty so far. The cases that 
have gone to the court have not been entirely consistent in that regard, 
and it has been a problem that we have done our best to cope with, but 
with indifferent success up to now. 

The method that is employed provides a way of avoiding the neces- 
sity of certificates or permits, it circumvents rate regulation, and it 
allows an unlawful operation to continue without the payment of the 
transportation excise tax which the other carriers have to pay. All of 
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this we believe is to the competitive disadvantage of lawful transporta- 
tion and not in the interest of the public. 

Here, again, the effect is to deprive both rail and other carriers of 
traffic which we think they should be handling. I mentioned that the 
decisions in that regard have not been uniform. 

During the course of the hearings held last year by this subcommit- 
tee testimony was presented on S. 1677, which was introduced at the 
Commission's request for the purpose of redefining private carriage. 

At that time a witness for the Transportation Association of 
America offered an alternative proposal which would write the primary 
business test into the law. We are on record in support of either the 
bill, S. 1677, to which I referred, or the TAA proposal, if amended in 
certain minor respects. Although certain groups of private carriers 
are opposed to any legislation in this regard, there is general agree- 
ment among for-hire and private carriers, and among shippers, that 
this illegal type of carriage should be stopped. That excludes, of 
course, the particular carriers and shippers that are now engaged in it. 

I come now to what I have termed “handicaps.” Under this head- 
ing is embraced, or are embraced, alleged disadvantages to rail lines 
as a result of according competing forms of transportation some facil- 
ity, privilege, or favor not accorded the rails. 

After referring briefly to instances of public aid we state in the 
statement previously referred to that we subscribe to the principles 
that this country’s several forms of transportation should be treated 
equitably and that no one form should be preferred. That there are 
some public expenditures which operate to the rail lines’ disadvantage 
seems quite clear. 

With respect to the extent that other carriers benefit thereby we 
are not fully informed. 

Unless there are compiled authoritative data, of which we are not 
aware, we believe an objective and comprehensive study should be 
made and we suggest this should be done at the direction of the Con- 
gress. When I say that unless there are authoritative data of which 
we are not aware, I don’t mean to imply that we are not aware that 
there have been a large number of studies made in that field. Probably 
there is as much literature on that subject as there is on most any sub- 
ject covering a particular phase of this transportation problem. 

However, what we have in mind is that a substantial number of 
those studies, at least in some quarters, are suspect because they have 
been made by people that are connected with a particular industry 
and are possibly presumed to be a little bit self-serving. Others are 
rather old by now, and a study that would be made now would not 
contemplate covering the ground needlessly, but would more or less 
correlate what has been developed, bring it up to date, and screen it 
to see that it was totally unbiased. 

Senator Smatuers. Senator Lausche, do you want to ask a question ? 

Senator Lauscue. Yes. 

Mr. Freas. I think it is apparent, without much study, that with the 
airlines it can specifically identify how governmental aid is being 
provided for them. That is, we know we are financing the building 


of airports, financing the dissemination of information and traffic 
directions, and directly subsidizing the airlines. 
Do you concur with me in that thought? 
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Mr. Freas. Yes, I do. In concurring in that thought, I made the 
statement that we think that there are aids of that kind, that it is 
clear that there are such aids, but we are not informed as to the full 
impact of them, the extent of them, just how it would react upon other 
carriers. 

Senator Lauscue. My recollection is that we have provided $550 
million as direct subsidies to the airlines in the operation of their 
businesses, about $327,218,554, to local communities on a ane 
basis to build airports, and since the airlines industry was establishe 
we have spent about $1,309,438,000 for directional advice and weather 
service and so forth, 50 percent of which is used by the military and 
the remaining 50 percent by the airlines commercial carriers. 

Now, then, you are definitely of the opinion that that type of aid 
operates as a disadvantage in the ability of the railroads to compete 
for passenger service ? 

Mr. Freas. I am a little reluctant to answer it without some quali- 
fication. I think the answer to your question is “yes.” However, I 
want to emphasize that there are contentions that some of those things 
are in part contributed to by rental charges and so forth, that some 
of them are necessary for other purposes of Government, defense and 
so forth, and that they should not be—the airlines, for example, should 
not be charged with all of it, and that it was to that which I was refer- 
ing when I stated that we are not sufficiently informed to say what 
portion it should be. But we think there are some advantages that 
are accorded to them that are not accorded to the railroads that should 
be equalized. 

Senator Lauscusr. You would agree with the proposition that those 
financial aids which we give and are directly traceable to a service 
solely for the airlines, there ought to be some effort made to recoup 
them ? 

Mr. Freas. I would, because without that you can’t have the equal- 
ity that I say we are favoring. 

Senator Lauscus. Secondly, you have control over the barge lines? 

Mr. Freas. We do, excepting that the control we have is limited by 
the large number of so-called bulk exemptions to which I referred. 

Senator Lauscue. The principle which you have applied to the 
airlines, do you also apply it to the barge lines, concerning subsidy 
and other aids ? 

Mr. Freas. The principle would be applied uniformly; yes. 

Senator Lauscue. Uniformly. And you would also make that ap- 
plicable to the truck carriers if it is established that they are getting 
aid which competing modes of transportation are not getting? 

Mr. Freas. That is true, only I want to emphasize again that I am 
not suggesting now that anything that one form gets that the other 
one does not get is necessarily giving it a special favor, at least to the 
full extent of that aid. 

That is the field in which I suggest we should have a current study. 

Senator Lauscue. I concur with that. Now then, are you familiar 
with the order that was issued by the Director of the Bureau of the 
Budget to the various departmental heads of the Government con- 
nected in some way with providing aid or regulating these four modes 
of transportation, that they should make a study and determine how 
we might recoup some of these grants that are being made ? 
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Mr. Freas. I am familiar with it in a general way. It only applies 
to our agency to a very limited extent, and that is why I have not 
undertaken to go into it in detail. As far as we are concerned, we 
don’t provide any aid to any of them and it would cover more or less 
such matters as charging for the filing of an application, or possibly 
for filing tariffs, or matters related to our procedures. 

We do not directly come in contact with that. 

Senator Lauscne. Now then, I want you to search your mind rather 
carefully on this, and I would like to have it identified and pointed 
out where and how, at present, is the Federal Government granting 
aid to the railroads, financial aid, either directly or indirectly ? 

Mr. Freas. Well, at the moment I don’t think of any instance, with 
possibly 1 or 2 very minor exceptions. I think that as a result of the 
very adverse weather conditions about a year ago up in New England, 
I believe that the one railroad received a substantial loan which the 
Government secured, I believe, under some emergency act. But that 
would be for the purpose of overcoming that flood damage. 

But that is a very isolated instance with which I am not familiar in 
detail. I believe, though, that the loan of quite a few million was 
guaranteed. 

Senator Lauscue. Yes. Yesterday, there was a witness who testi- 
fied that the railroads are being subsidized when they are permitted 
to charge a noncompensatory rate to one type of shipment and an 
excessive rate to a different type of shipment, thus getting from the 
one that is paying the excessive rate a subsidy to make up the losses 
suffered in providing a noncompensatory rate to the preferred shipper. 

Mr. Freas. In other words, that would be a case of shipper edlaidy 
rather than Government subsidy, would it not? And I think there 
that contention it is, of that measure, arises from a somewhat super- 
ficial search of the situation. 

While in the millions of rates that are on file no one would undertake 
to say that there were not instances that should be remedied, certainly 
the objective of the Commission is to see that where there is such a 
difference in rates, that there is a valid reason for it. 

I just want to add to this also, that in the category of the situation 
to which you referred, probably the foremost example, if there is such 
a situation, would result from the granting by the carriers of free or 
reduced rates, reduced—TI should say the act provides for free rates, 
but I don’t know of any of that kind—to the Government. In that 
case, the rates until recently were not even filed with us, and the 
carriers are free to grant whatever rates they choose to grant. 

Now if those rates are unduly low, that might fall into the category 
to which you referred. 

Senator Lauscue. You then cannot see any instance where the Fed- 
eral Government is either directly or indirectly providing financial 
aid to the railroads, similar to the type of aid that is provided to the 
airlines, the barge carriers, and questionably, the truck carriers? 

Mr. Freas. With a very minor qualification that I made a while ago, 
I cannot think of any such instance. 

Senator Lauscue. All right. Let’s get into the merchant marine 
for a moment although you do not have control over that? 

Mr. Freas. We do not. 
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Senator Lauscusr. You do know that the Federal Government sub- 
sidizes the merchant marine in the building of ships in America, in 
the United States, in the amount that the cost of the ship built in 
the United States exceeds what the cost of that ship would be if built 
in a foreign nation with cheaper labor ? 

Mr. Freas. That is my understanding. 

Senator Lauscue. You do also understand that the United States 
Government subsidizes the merchant marine in an amount sufficient 
to reimburse the operators for the difference in the cost of hiring 
American labor from what it would be in hiring cheaper foreign labor; 
is that correct ? 

Mr. Freas. That is right. 

Senator Lauscur. Now then, isn’ this a fair statement that subsidies 
of one form or another are granted to the airlines, to the barge lines, 
to the merchant marine, questionably now, I will put it that way, to 
the motor carriers, and none to the railroads ? 

Mr. Freas. I think that is a fair statement. 

Senator Lauscuer. Now then, domestically, which type of service in 
the case of an emergency would you declare to be the most important 
to the economy and to the security of our country ? 

Mr. Freas. That, Senator Lausche, is a very difficult question. 

Senator Lauscue. What I have in mind: Two men testified yester- 
day, General Lasher and General Browning. One said that railroads 
were the backbone, the other said, I don’t use the backbone, but I say 
the lifeblood. 

Mr. Freas. Well, I think unquestionably the railroads are the back- 
bone of our transportation industry. However: I would not want to 
say that—to pick out one form to the exclusion of the others, because 
conceivably in an emergency, if we had nothing but the railroads, we 
might get the traffic from industry track to industry track, but we still 
need the highway carriers to get it to the place where it had to go. 

So I would say they were all tremendously important, although I 
can’t conceive of how this country could continue to operate without 
the railroads. 

Senator Lauscue. The railroads. Now then, having that in mind, 
and recognizing that we must for the good of the economy and the 
security of the country, enjoy a railroad service, isn’t it a fact that the 
one that is the lifeblood or the backbone is being aided the least by 
Government ? 

Mr. Freas. That is my understanding. 

Senator Scuorrret. I would like to ask a question, please. 

Senator Smaruers. Senator Schoeppel. 

Senator ScHorrret. With reference to the remarks on the merchant 
marine, do you agree with me that there are certain essential specifica- 
tions written into the building of certain types of vessels that meet and 
conform to certain defense standards, for the Defense Department in 
the event of recapturing for those ships that the Government grants a 
subsidy on ? 

Mr. Freas. That is my understanding, and that was what I had in 
mind a while ago when I indicated that a mere difference in treatment 
is not necessarily unfair. There may be a lot of instances where the 
defense interests or other interests require some favors for one that 
are not accorded the other. 
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But our position is that they should be treated with equal fairness 
and that there should not be any subsidy or user charges granted unless 
there is something that fully and clearly justifies it. 

Senator Scuorrren. Yes. Because in the construction of many 
of those vessels were it not for certain specifications written into it 
to meet the national defense if an emergency arises, the costs of many 
of those vessels would be very definitely cheaper. 

Mr. Freas. I think that is true; yes. 

Senator Purreti. Mr. Chairman, is it not also true that the reason 
for the subsidies to the merchant marine it is almost entirely because 
of the diffirence in labor costs in this country as compared with 
labor costs elsewhere or in the operation of vessels flying foreign 


flags? 

Mr. Freas. In other words, to make our merchant marine under so 
much higher standards able to compete with the foreign people 
under lower standards? 

Senator Purreti. Mostly lower labor costs. 

Mr. Freas. I presume that would extend to materials and supplies, 
too. 
Senator Smaruers. On principle, though, do you see any reason 
why, Mr. Chairman, the Government should not treat all of these 
carriers, no matter what their type, in the same way ? 

Mr. Freas. No; I do not. I think that they are treated the same 
way when none of them is granted any aid that the other is not 
granted, unless, as I say, there is some express reason for that par- 
ticular aid, such as the things to which we have referred. 

Senator Smaruers. All right. You go ahead. 

Senator Scuorrre.. Mr. Cactieue I would like to add one other 
thing. In fairness to the railroad picture as has been testified to 
here in these series of hearings—railroads maintain considerable 
standby equipment that is needed and can be utilized by the Govern- 
ment for which they receive practically nothing. Is that a fair 
statement ? 

Mr. Freas. I think so, and that. standby equipment is highly im- 
portant, but it doesn’t seem as though it should be at the expense 
either of the carriers or of the particular shippers using those carriers. 

Senator Smatuers. Go ahead. 

Mr. Freas. I turn then to the subject of labor practices. There 
are a number of references in this record to allegedly uneconomic 
labor practices. 

Here again we are not informed as to the full import. There are 
specific instances that seemingly contribute to many of the difficul- 
ties of the railroads. 

I may mention just one. I mention several in my statement. That 
is, the recent finding of the Canadian Royal Commission that the 


functions of the firemen helpers on freight diesel engines have either 
totally disappeared or are a mere duplication of what is discharged 
by others. There are numerous other examples. | 
On the other hand, during recent proceedings before our Com- 
mission, particularly in our general increase case, Ha parte 206, 
some railroad officials gave the definite impression that so-called 
featherbedding was not a serious problem on their line. 
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Under the national transportation policy, we are charged with 
promoting 

Senator Lauscure. May I stop you there at that point? To the 
extent that there is featherbedding, you feel that it 1s an improper 
burden placed upon the railroads? 

Mr. Freas. I do, using featherbedding in the popular sense. 

Senator Lauscue. In the popular sense, that is where pay is re- 
ceived for work not rendered ¢ 

Mr. Freas. That is right. 

Senator Lauscur. May I go a bit further and ask what is your 
general approach to that with respect to the overall health, economy, 
and strength of the family in the country when they have got to 
pay for featherbedding in the buying of whatever they buy? You need 
not answer. 

Mr. Freas. I was about to say that under the national transporta- 
tion policy, we are charged with promoting safe, adequate, economical, 
and efficient service and foster sound economic conditions in trans- 
portation, and also to encourage fair wages and equitable working 
conditions. 

However, except in specific instances where we have a statutory 
duty to protect the employee interest in mergers, consolidations, and 
the like, we have no jurisdiction over labor practices. We believe 
that Congress should explore the matter of labor-management re- 
lations for the purpose of determining whether the advancement of 
transportation is unduly retarded in this regard. 

Senator Lauscnue. Let me ask you a question right there, Mr. 
Chairman. 

Are you familiar with any—in the retirement program under the 
Railway Labor Act—are you familiar with any rules that bring 
about compulsory retirement of engineers and firemen and people 
who are working for the railroads ? 

Mr. Freas. Only ina very general way. 

Senator Smatuers. Do they have any so far as you know? Are 
there any retirement features? 

Mr. Freas. Oh, yes. 

Senator SmMaruers. I mean are they any compulsory retirement 
features ¢ 

Mr. Freas. Age limit, for example? 

Senator Smatuers. Yes. 

Mr. Freas. Yes; there are. 

Senator Smaruers. What are those age limits? 

Mr. Freas. I am really not in a position to testify. I will be 
glad to have it looked up and supplied. I am of the impression that 
it is 70 years. 

Senator Smaruers. What? 

Mr. Freas. I am of the impression that it is 70 years, but I am not 
certain. 

Mr. Arpata. I understand that there is no compulsory retirement 
on certain railroads. 

Senator Smatruers. Yes. I just wondered if anybody at the Com- 
mission had made a study, for example, of the average age of the 
engineers that are operating some of these diesel engines ¢ 
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Do you have any such information? I direct that question to 
the three of you. Do any of you have any such information ? 

Mr. Arpaia. I know there are some pretty old conductors. 

Senator Smatuers. Beg pardon ? 

Mr. Arpata. I know there are some pretty old conductors, I say, 
the ones you can see. 

Senator Smatuers. I wondered if you had any idea as to whether 
or not since, with respect to safety—and you do have jurisdiction 
over the safety. 

Mr. Freas. We do. 

Senator Smaruers. Have you ever deemed it important to deter- 
mine whether or not it is safe to have a 75-year-old man, we will pre- 
sume, who is mentally very wise, but whose reflexes might be, by the 
ravages of time, somewhat slower, driving a diesel engine that is 
going in the semen tood of 80 to 90 miles an hour—whether you 
think that is safe ? 

Mr. Freas. With your permission, Mr. Chairman, I would like to 
call on Mr. Taylor, Director of our Bureau of Safety and Service. 

Senator Smaruers. All right. Mr. Taylor, would you stand up? 

Mr. Taytor. Generally there is no age limit on train enginemen. 
There are certain railroads that under their pension plans, for in- 
stance an engineer or conductor or if he doesn’t retire at 65, he loses 
his railroad pension. That is quite an incentive to get him to retire 
at 65. That is only on a few railroads. The majority have no age 
limit for train and enginemen. 

Senator Smaruers. Do you feel, yourself, sir, that driving a diesel 
engine, I don’t know what it weighs, but obviously it moves at rapid 
oo that there is a safety feature involved in it? That there 
should be some examination of the man’s reflexes and eyesight and 
things of that nature in connection with running the diesel engine? 

Mr. Taytor. On most of the railroads they require their road em- 
ployees over a certain age to undergo periodic examinations. I think 
most of them are about once a year. 

Senator Smatuers. Is that the railroad company that does that? 

Mr. Taytor. Yes, but it is my opinion that when a person reaches 
an advanced age, his reflexes are not as good as when he was young. 
And these high-speed runs are operated by older people because they 
have the most seniority. They take the preferred runs. 

Senator Smaruers. So the fact is that the fastest trains with the 
largest number of people are ordinarily operated by the men of 
greater experience, but at the same time, the most advanced in years? 

Mr. Taytor. Yes, sir. 

Senator Smaruers. Are you familiar with the fact that the Civil 
Aeronautics Board requires their pilots and their people who oper- 
ate the planes to have periodic physical examinations? 

Mr. Taytor. That is my understanding. 

Senator Smatuers. Do you think it would be proper or necessary 
for the Interstate Commerce Commission, in the Safety Division, 
which you head, to institute such a program ? 

Mr. Taytor. We have made some minor studies in connection with 
accidents. Of course, we have no authority or jurisdiction over mat- 
ters such as that. 
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Senator Smaruers. You have no authority or jurisdiction. Do 
you not have the authority to bring about the safety of the operation 
of the railroads? 3 

Mr. Taytor. Only through recommended practices, to the rail- 
roads. 

Senator Smaruers. You do not have the authority, under the law 
as it now exists, to bring about some physical examination of the men 
who drive the engines ? 

Mr. Taytor. No, sir. 

Senator Smaruers. Is that your opinion, Mr. Chairman, that you 
don’t have the authority ? 

Mr. Freas. I think our regulation is confined to such matters as 
the hours they serve, to prevent undue fatigue and so forth, and if 
we have any authority, it would have to be under the general trans- 
portation policy of promoting safe transportation. 

Without further implementing it, I think if we have any authority 
at all, it would be very questionable. I think it should be spelled out. 
We have never regarded or considered that that was within our field 
in the sense we are now talking about it. 

I might just make this personal observation, though. Considering 
all I have been reading over the years—and I just yesterday read a 
series of articles in the St. Louis Globe-Dispatch, I believe, pointing 
up so-called featherbedding and quoting railroad officials to the effect 
that this is really a serious matter. 

I am very much surprised that there hasn’t been more testimony 
from that source in these proceedings and that is why I say that when 
we read about that on the one hand, we listen to testimony such as 
that to which I referred, on the other hand, it leaves us rather puzzled, 
and that is why we suggest that there should be a study of that matter 
made so that the Congress and the Commission and everybody else 
may know whether or not these things are as represented and if so, 
to take the necessary action. 

Senator Smaruers. I want to ask you just two questions: Do you 
think that it is completely safe for a man, we will say this is an 
exaggerated case and I don’t know that it actually exists, but a man 
who is 78 years old, whose eyesight is not too good or has not been 
too good, who may suffer from arthritis, with his wrists and hands and 
reflexes not too good—do you think it is safe for that man to be 
driving a high-powered diesel engine with 12 passenger cars at a 
high rate of speed, 90 miles an hour ? 

Mr. Freas. I would much rather be walking in that case and not 
too close to the right-of-way, either. 

Senator Smatuers. I conclude that your answer is that it is some- 
what unsafe ? 

Mr. Freas. I would think so. 

Senator Smaruers. If the Congress gives to the Commission the 
authority to look at the safety of the railroads and the safety of the 
people who are traveling on the railroads, why wouldn’t you then 
conclude that you did have the authority to look into this matter? 

Mr. Freas. Well, here I haven’t discussed it with the Commission 
and I can’t be speaking for the whole Commission in that regard, but 
to answer your question as best I can, as I look at the phrase “to pro- 
mote safe transportation,” when it is only contained in the National 
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Transportation Policy, there is no specific provision later on for the 
implementing of that, I doubt very much that the Congress intended 
at that time that we should go into safety matters to that extent. 

It seems to me there would be a lot of areas of possible conflict 
with other agencies that do deal with the labor situation, and that if 
the Congress intended that this Commission should go that far, that 
there should be something more definite and specific. 

Senator Smaruers. It is my belief that in the Civil Aeronautics 
Act, Congress did not spell out that there should be an examination 
requiring of each pilot or a certain pulse rate, certain reflex rate, be- 
cause that is not the kind of detailed matters that the Congress is 
concerned with. 

They usually give to one of these agencies the authority to accom- 
plish a job and then let the agency set up the regulation. But in any 
event, do you not think that if we had some type of program like this, 
it would ease the problems of featherbedding ? 

Mr. Freas. It probably would in part, although there would still 
be a lot of other phases that would not be touched by that. 

I think the term, as is frequently employed, is to cover payment 
for transportation work that is not a performed in full degree, 
such as—a recent reference I recall, was transportation between New 
York and Chicago, where I believe there were nine train crew 
changes, and where a man works for very much less than a full day 
and gets a full day’s pay. Now that is not necessarily connected 
with safety directly, and problems of that nature would still exist, 
even though this Commission went further into the safety features. 

Senator Smaruers. All right, sir. 

Senator Lauscue. May I ask a question on that subject, Mr. Chair- 
man? Do you have any records showing, comparatively, the costs 
carried by the different modes of transportation in payments made 
a +i security, retirement pension funds, fringe benefits, and so 

orth ¢ 

Mr. Freas. I think all of that appears in our annual and other 
periodic reports. As to the detail of the breakdown, again I would 
like to call upon the people in our accounting section, Mr. Emken, to 
give you the detail. 

Senator Lauscue. I will not go into that at this time. Testimony 
has been offered, pro and con—the railroads claiming that they have 
a huge burden, made up of these items that I have just mentioned 
and claiming, further, that that burden isn’t carried by competing 
modes of transportation. But there were some witnesses represent- 
ing other modes of transportation who pointed out that their burden 
was heavy. 

Do you have records on that subject? If you do, I think they 
ought to be included into this transcript. 

Mr. Freas. Mr. Emken, can you tell us how far our records go? 

Mr. Emxen. We have information on part of that, Senator. For 
instance, social security. And in the railroads our reports show time 
paid for but not worked. On the motor carrier end of it, which is 
the next largest, we have details on the social-security benefits, but 
we do not have accurate figures on time paid for but not worked. 
: think it could be reasonably estimated from the information we 

ave. 








PROBLEMS OF THE RAILROADS 1867 


Senator Lauscur. Have you an opinion which of the different 
modes of transportation has the heaviest burden under this subject? 

Mr. Emxen. I don’t think it would be worth very much. 

Senator Lauscue. Then I won't ask for it. 

Senator Smaruers. All right, Mr. Freas, you go right ahead. 

Mr. Freas. I might just add this in answer to your remark, Mr. 
Chairman, about the extent to which the Commission now is charged 
with regulating matters involving safety. I would like to call atten- 
tion to the fact that as to certain aspects of safety, such as the train 
power-brake situation, for example, or some handcars, and so forth, 
the Congress has been quite specific in delineating the extent of our 
jurisdiction, and that is one other reason why we would be very un- 
certain as to how far we could go without something more definite. 

Senator Smaruers. May I say in response to that, “Mr. Chairman, 
that the Congress finally took that action because the Commission 
apparently didn’t assume the action for itself. But I think that the 
attitude should be—I am just speaking now for one man—that when 
you are charged with safety, everything related to safety is within 
your jurisdiction. 

We took the power-brake action because the Commission had taken 
that on its own and had not actually done anything about it. The 
railroads had set up certain standards, but I think the testimony 
revealed that in many instances the railroads did not follow their own 
standards. So Congress then moved into the field. But that is 
where we put the Congress in the position of getting into specific 
matters, when as a matter of fact Congress should stay primarily in 
policy matters. 

Senator Purrertn. But Mr. Chairman, didn’t we get into it because 
the Commission itself felt that they required legislation in that par- 
ticular field and lacked the power without that legislation to operate 
in that field, as far as brakes went ? 

Mr. Arpata. I would like to point out, Mr. Chairman 

Senator Lauscue. Might I suggest that we are getting into a sub- 
ject that may be nongermane. 

Senator Purret. Except it has to do with safety, of course. 

Senator Lavscuer. I know; that is true. 

Senator Smatruers. Let’s put it this way: We have got a lot of 
witnesses. Let him answer Senator Purtell’s question, and then after 
that, why, let’s try to let the chairman go ahead. 

Mr. Arpata. I wanted to answer your question when you raised 
the question about the broad authority under the Civil Aeronautics 
Act, that part 1 of the Interstate Commerce Act is very specific about 
the powers which we have over railroads relating to safety. We have 
the Safety Appliance Act, the Accidents Report Act, but we don’t 
have the broad powers that we have under the provisions of part IT 
relating to motor carriers’ safety. Therefore we are limited by the 
powers prescribed by those particular acts. That is why we had to 
recommend legislation on the power brakes. 

Senator Smaruers. I see. I think that answers that. 

Senator Purreiy. Yes. 

Senator Smatuers. Mr. Chairman, you go right ahead now. 

Mr. Freas. I turn now to the subject of passenger operation. Cer- 
tainly this is a major cause of the deteriorating railroad position. 
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Not only is the passenger end of the business not making any money, 
but it is losing very substantial portions of the revenue that is pro- 
duced by freight operation. And the result of that is that freight 
rates are inevitably forced higher than they would be if it were not 
for these passenger losses. 

The full extent of the passenger deficit is somewhat controversial. 
We believe it to be in the neighborhood of $700 million a year. But 
whatever it is, it accounts in large measure for the present level of 
freight rates. And it may be noted in passing that, generally speak- 
ing, those rail lines with the largest relative passenger business are 
also in the worst financial condition. 

Now, since the passenger rates, generally speaking, do not return 
costs, it is natural to turn to fare increases. But this does not provide 
the answer to that problem. Increases that would take care of that 
large deficit would undoubtedly be self-defeating in very many 
instances. And in other cases it would at least not provide any quick 
relief, or full relief, because increases large enough to make the pas- 
senger business profitable, if they were not self-defeating, would be so 
high at one time as to seem almost to be unconscionable. 

Senator Purreti. May I ask a question, Mr. Chairman? While it 
may reveal, and probably will, that these deficits are accruing, in many 
instances, because of passenger operation, is there not quite a difference 
of opinion as to the accounting methods used to determine exactly in 
what field of operations these deficits are acquired ? 

Mr. Freas. That is why I say that there is a lot of difference of 
opinion, controversy about this $700 million figure that I gave. And 
frequently I think there is a misunderstanding as to what that figure 
is supposed to include. But whatever it is, it is very substantial and it 
isa matter of degree. The problem is there. 

Now, another thing to consider in that connection is the possible 
abandonment of unprofitable service. 

It is only, however, in cases of complete abandonment of a line of 
track that the Interstate Commerce Commission has jurisdiction. In 
other cases, of lesser discontinuance consequence, it is a matter for the 
several States to decide. It has been suggested on this record that the 
Commission should have at least appellate jurisdiction enabling it to 
authorize partial discontinuance of services where the States are not 
now giving their consent, somewhat comparable to the provisions of 
section 13 (4) in the act now relating to the regulation of rates. 

We have informed both the Senate and House committees that we 
are not opposed to the enactment of such legislation. We believe also 
that if abandonment is to be resorted to, that wherever practicable, the 
interested communities should be given a chance to operate the services 
or have them operated for their account. This is particularly true 
in connection with commuting services. 

We instituted, as this subcommittee knows, an investigation into the 
passenger deficit situation. The matter was first made the subject 
of prehearing and informal conferences, because we realized the broad 
scope of it and we thought that in that manner the procedures might 
be shortened. 

We set out some 15 subjects concerning which our inquiry was to be 
specifically directed, and have reproduced those separate subjects in 





ATEN ET RINE 





operate 





PROBLEMS OF THE RAILROADS 1869 


an appendix designated as appendix 2 to the prepared statement 
which I have filed. 

We have had numerous hearings and we have made substantial prog- 
ress, but by reason of the broad scope and the highly complex situation 
with which we are confronted, it is not yet concluded. There is a 
further hearing scheduled for April 15. We are doing everything we 
can to bring it to a conclusion with all reasonable dispatch. 

I turn now to mail operations. Under laws relating to railway mail 
ay the Commission is charged with the duty of determining the 
air and reasonable charges for that transportation. We have only 

had a very few cases so far, I believe, six of them to be exact, since 
the enactment of that law in 1916. 

Contention was made that it takes a long time to dispose of those 
proceedings and in some instances, again, by reason of the nature of 
the proceedings, that has been true. 

However, it does not appear that that has been of too great conse- 

uence or adverse effect to the carriers because I believe each one of 
those proceedings carried a retroactive feature so that the final rates 
that were established were applied during most, if not all, of the 
intervening periods. 

The Commission at this time does not see any need for any changes 
in its powers with respect to these statutes. I might add, however 
that consistent with the view heretofore expressed that all forms of 
transportation should be treated equally, we see no justice in any 
provisions of the law which penalize one form of transportation for 
inadequate facilities to handle the mail, unless similar provisions are 
made applicable to other forms. 

Next is railroad consolidations. Here the belief has been expressed 
that consolidations of railroads would produce substantial economies, 
and with this view we are actually in accord. 

It might be pointed out that historically the Congress looked to 
consolidations for a solution of this problem, particularly with re- 
spect to the bolstering of weak lines. From 1920 to 1940 the Con- 
gress placed the duty of formulating a plan upon the Commission. 

In 1940, it amended the law to provide that the Commission may 
approve plans for railroad mergers when it finds them to be con- 
sistent with the public interest. Since World War II there have 
been few significant railroad mergers presented to the Commission. 
Merger proposals, that is. 

Senator Purrett. This, of course, must first be proposed by the 
railroads. 

Mr. Freas. That is right. 

Senator Purretn. Well, the answer must be that the railroads 
themselves have not proposed to the Commission consideration of 
mergers and consolidations in any great number. 

Mr. Freas. With very few exceptions; yes. 

Mr. Freas. All right. 

Senator Purtrexz. All right. 

Mr. Freas. We believe that where consolidations would produce 
substantial economies, without sacrificing service to the shippers or 
otherwise adversely affecting the public interest that they should be 
encouraged, but that the proposals should be made by the railroads 
voluntarily. 
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Senator Purrers. Mr. Chairman. 

Senator Smatuers. Senator. 

Senator Purrerz. As a matter of fact, they must be made by the 
railroads voluntarily, must they not ? 

Mr. Freas. I was talking prospectively now. We see no reason 
for changing that requirement. 

Senator Purrett. But what would you suggest that these consoli- 
dations which you agree or have testified I believe might be in the 
public interest—how can they be encouraged by this body since you 
suggest they be encouraged. 

r. Freas. Well, I take it there probably would be some encourage- 
ment in the form of a comment to that effect in any report that this 
committee gets out. I think that subject largely comes under 1 of 
the 3 subdivisions of the announcement when this proceeding was 
started of things that the railroads can do to help themselves. 

It has been suggested that probably one of the problems deterring 
consolidation is that the strong lines don’t want to buy a weak line. 
They have headaches enough. And consolidation of the weak lines in 
many cases would be a decided help, too, but they would not go as 
far as they might. 

Mr. Arpata. It is naturally a sound business proposition which 
they have to deal with, and the lines which should he consolidated 
are, perhaps, the ones that nobody wants. But the answer to that 
question may be to do what was done in the New York, Ontario & 
Western, where the Commission decided it was hopeless to try to 
reorganize that line and it was sold under the hammer. Two con- 
necting lines, I think, took over such portions as they thought were 
useful and beneficial to them. 

I think that one of the problems presented is the theory that, no 
matter whether the railroad is sound or unsound, necessary or un- 
necessary, in part or in whole, the Commission undertakes to reor- 
ganize it and keep it alive. If there is excessive railroad plant and 
duplication which indicates that some lines of these railroads aren’t 
able to survive, perhaps it isn’t a wise thing to try to keep them 
intact through this business of putting them through the wringer 
and then reorganizing them and trying it again. 

I sometimes have had the feeling that perhaps if section 5 were 
repealed, it might help remove resistance to streamlining railroads 
and lines. I think we should have fewer railroads, myself. In that 
way there would be less waste and less duplication. If section 5 
were repealed and they were able to deal with each other on a free 
basis, you might have more consolidations. 

Now, whether a thing like that would result in monopoly condi- 
tions which might disturb another railroad is debatable. The parties 
should still have recourse to the Commission. I think probably the 
way that that should be handled is by way of complaint instead of hav- 
ing this step-by-step approach and prior approval for each step by 
the Commission regardless of whether there is objection. 

Now, these are a few of the ideas which should be considered, be- 
cause it is very difficult for a railroad to acquire another railroad 
where the stock is on the market, to come in and announce that they 
want to acquire it. Immediately, of course, that makes it difficult to 
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acquire the stock at a reasonable price, unless it is owned by very few 
people which could happen in very few instances. 

But it seems to me that basically one of the big problems of rail- 
roads is that railroads were not built with an orderly plan. They 
were built to compete with each other; they duplicated each other 
deliberately. How to get rid of a lot of that excess plant and get rid 
of a lot of these excessive terminal operations, switchings, duplica- 
tions, circuitous routing, and all the evils and the expenses is the 
problem. 

Now, I don’t think under today’s conditions it is going to hurt the 
country, even if we had one railroad in the entire United States. I 
can see that there would be a lot of saving if that happened. I think 
that would see eliminated some of these foolish things that go on, 
such as a railroad trying to retain the long haul no matter how un- 
economic it might be. Traffic would be moved over the fastest and 
best route; you wouldn’t have all these problems of divisions, dis- 
crimination between connections, per diem, bookkeeping, solicitation, 
and all those things which are unproductive. 

Now there is no singleness of purpose, or no singleness of manage- 
ment; the result is confusion, waste, and inefficiency. 

Senator Purreit. You pointed out many of the things that we 
recognize. I do, and I am sure my colleagues do. But when we taik 
about encouragement, we, here, must think of the public interest, 
and the managers and operators of the more profitable lines must 
think only, if they are going to continue in their job, of a very small 
segment of the complete population, or the public interest. 

So I don’t see wens anything that we might do or are talking 
about is going to do that which I think is inevitably needed for con- 
solidation of roads. This is, the elimination of unnecessary mileage 
and the duplication of service between two points of almost parallel 
roads, all of which certainly do not lead to efficient operation. The 
answer appears to me to be more consolidations in the public interest. 
But to just say we encourage them, I doubt we will have any greater 
result than there has been in the past when the same words were 
used, I believe, in previous testimony. 

Mr. Arpata. Of course, each railroad management wants to do the 
best job it can for its own stockholders. They don’t have the right to 
consider whether or not it is going to help the public and make the 
thing more efficient by taking over an adjoining or adjacent weak 
line. But I do think that what we need is pruning, and I don’t know 
how you are going to get it unless you give them the opportunity, 
give them complete latitude to work out a business deal in that 
respect. 

Of course, there is one terrible inequality, I think, in the whole 
transportation picture, and that is the fact that a railroad has to give 
service over every segment of its line until its gets authority to either 
eliminate part of the service or abandon the line, which probably 
deters consolidation. Yet a water carrier can suspend operations the 
next day. His certificate is still good. They can do it for a year and 
come back again. Motor carriers can do the same thing. I think the 
basic inequality in the whole business is the fact that a railroad has 
to continue to furnish that service until changed by State authority, 
and the Supreme Court has held to this effect. 
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Senator Smaruers. To get back to the point that Senator Purtell 
raised, Mr. Arapia, do you think that under section 5, as it has now 
been interpreted, that railroads do have sufficient authority to get 


together and bring about mergers and consolidations of the type that 
has been envisaged, apparently by the Senator from Connecticut, or 
do you think the act has to be amended ? 

Mr. Arpata. Well, the point is that they haven’t come in. 

Senator Smatuers. They have not come in. 

Mr. Arpata. No; we have had very few applications for pooling, 
Ss or mergers. i 

nator Smatuers. Do you believe that the reason that they have 
not come in is because they are under the impression that under the 
act they cannot do it ? 

Mr. Arpata. Well, it might be that they don’t like not having com- 
plete freedom to get together. 

Of course, in the few applications we have had for mergers, other 
railroads come in and object, because they think that as a result they 
are going to have some of their gateways closed or lose traffic. 
Whereas, if perhaps section 5 didn’t exist at all, several of them would 
get together and work out a solution, so that by negotiation 3 or 4 
railroads would participate and resolve their objections. We don’t 
know why. Of course, the theory has been expressed and there is a 
lot of truth to it, that every railroad management wants to keep its 
job. They would like to run their own railroads exclusively, and 
they are not going to consolidate themselves out of a job. There is 
also that local feeling; pride of local ownership which exists. We 
don’t know why, but they don’t come in. They have the ability to 
come to us and ask for permission to pool traffic. But how many 

ling applications to we get? I don’t think I have seen 2 since I 
ave been down there in almost 6 years. 

Senator Smatuers. In your interpretation of section 5, is it that 
there is no prohibition at the present time existing toward these execu- 
tives of the railroad, prohibiting them from getting together and 
making a merger or bringing about a merger ¢ 

Mr. Arpata. No. The only standard we have to apply is, is it in the 

ublic interest. If so, the merger is authorized. If we had turned 
own applications to merge, then, of course, there would be a good 
argument. But they haven’t come in. 

Mr. Porretzi. You can only act when they propose it themselves ? 

Mr. Arpata. That is right, we can’t initiate those things. That is 
up to railroad management. 

Senator Smaruers. Then, do I gather from what you say, that 
actually this section 5, which apparently was put in the act to protect 
the public originally, against what they felt would be consolidation 
and mergers and finding—that was in the days I presume before 
motor and possibly barge carriers were effective, and possibly no air- 
lines at all—that protection of the general public, in your judgment, is 
no longer needed as provided by section 5. Asa matter of fact, under 
present conditions, section 5 impedes the bringing about of sensible 
mergers and consolidations which would enable the railroads in fact 
to strengthen themselves ? 

Mr. Arpata. Yes. And I also believe that one part of the section 5 
which may be a deterrent is the power to order divestiture when a 
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carrier requires unauthorized control of another carrier. Of course, 
there is no fixed standard to apply in such situations. When are they 
in a position to control another carrier? When they have 15 percent 
of the stock or 20 or 30 or 40? It depends on how widely distributed 
the remaining stock is. But that uncertainty may be a deterrent. I 
can’t tell you what the deterrent to more mergers is, except the fact 
that—and I am speaking for myself—I don’t think section 5 1s neces- 
sary to protect the public today. I don’t think it is needed at all in 
its present rigidity. If somebody should be aggrieved and comes in 
and says: “Look, here is what is going to happen,” and comes in with 
a complaint, then there is need to look into the matter; to determine 
if it is bad for the public interest. I mean the emphasis should be 
shifted. Of course, in most motor-carrier cases we are dealing with 
a lot of chickenfeed anyway. It is really sickening sometimes to 
think that when a couple of little carriers that do about $50,000 or 
$60,000 net have common stockholders, we have to conduct an inves- 
tigation of whether there is unauthorized common control of each 
other. I think that action should be taken only when a situation 
becomes significant, competitively, when there is danger of compe- 
tition being seriously affected. I think that a lot of this is just carry- 
over from the old days when section 5 was-written under different 
conditions than today. 

Senator Smatuers. And this creates, does it not, a great deal of 
your work which you gentlemen believe is unnecessary? At least, I 
gather you do anyway; and this is one of the factors which delays 
the Commission in consideration of some of the more important re- 
sponsibilities which have been placed upon them. 

Mr. Arpaia. I think we are so preoccupied with a lot of things that 
aren’t important, that it does deter us or impede us from our giving 
full attention and proper attention to more significant things. 

Senator Smatuers. All right, sir. 

Mr. Chairman, you go right ahead. 

Mr. Freas. This brings us to another highly controversial subject, 
and that is the contention of the railroads that they should be per- 
mitted to engage without restriction in other modes of carriage. 

I would like to point out at the outset that the railroads and their 
affiliates were engaged in motor operations, that is, some of them 
were, on June 1, 1935, and under the grandfather provisions of that 
act, were permitted to continue to operate in like manner. 

At the present time, sections 5 (2) (b), 207, and 209 of the Inter- 
state Commerce Act determine the extent to which a railroad may 
engage in interstate motor transportation. Section 5 (2) (b), gen- 
erally, requires the prior approval of the Commission for a merger 
of carriers or a purchase or other acquisition of control of one carrier 
by another. It also provides that the Commission shall not authorize 
a railroad or its affiliate to purchase or otherwise acquire control of 
a motor carrier unless the Commission finds, and I quote: 
that the transaction proposed will be consistent with the public interest and will 
enable such carrier to use service by motor vehicle to public advantage in its 
operations and will not unduly restrain competition. 

Sections 207 and 209 authorize the issuance of motor common- 
carrier certificates of public convenience and necessity, and contract- 
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carrier permits, to any qualified applicant without any specific 
restriction. 

The Commission has long interpreted the provisions of section 5 
(2) (b), as embodying a general congressional policy against un- 
restricted motor-carrier operations by railroads. 

There gradually developed the principle that in the absence of 
special circumstances a railroad or its affiliate would be permitted 
to engage only in motor-carrier operations which are auxiliary and : 
supplementary to its rail service. 

n later cases, these earlier restrictious have sometimes been re- 
placed by so-called key-point restrictions. 

But almost invariably the Commission has restricted motor-carrier 
operations by a railroad to points which are stations on the line of 
that railroad. The Commission’s power to impose such restrictions 
was sustained by the Supreme Court in United States v. Rock Island 
Motor Transit Company, and also in United States v. Texas and 
Pacific Motor Transport Company. ' 

The Commission a in some cases permitted the railroads to per- 
form motor-carrier service without such restrictions upon a showing 
of special circumstances, such as, for example, a public need for trans- 
portation which for some reason independent motor carriers did not 
provide. Such action was also affirmed by the Supreme Court in 
American Trucking Association v. United States. 

I would like to point out that under the Panama Canal Act a rail- 
road may not own, control, or operate a competing common carrier by 
water which operates through the Panama Canal. Also a railroad 
may not own, control, or operate any other water carriers unless the 
Commission finds that the continuance or acquisition of such owner- 
ship, PEpee control, or interest will not prevent such common 
carrier by water or vessel from being operated in the interest of the 
public and with advantage to the convenience and necessity of the 
people, and that it will not exclude, prevent, or reduce competition 
on the route by water under consideration. 

The Civil Aeronautics Act provides comparable general restrictions 
upon surface carriers engaged in air transportation. 

We conclude that it seems clear that at the present time there is 
a broad congressional policy against permitting railroads to engage 
without restriction in other forms of transportation, excent in special 
circumstances with respect to rail-motor operations. Whether this 
policy should be reversed or modified is, we recognize, a most im- 
portant question, but one on which the Commission is not prepared 
to express an opinion at this time. 

Senator Lauscue. Are you giving study for the purpose of reach- 
ing a judgment as to what you would recommend ? 

Mr. Freas. We are not. I think in the consideration of a problem 
like that, there are a large number of arguments that may not readily 
occur to everybody or that may impress different people differently. 

I think that in order to reach a sound and informed conclusion, one 
should have the views of the parties in interest in much more detail 
than I believe they have been indicated on this record. That is, so 
far as I am personally concerned, I would like to hear more argu- 
ments on both sides to supplement those things with which I am 
familiar. It is not a one sided question at all. It is one where there 
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ure valid arguments both ways, and it is a matter of balancing those 
—— and coming out with something that is to the greatest 
public interest. 

Senator Lauscne. You are not then conducting a study for the 


purpose of reaching a judgment as to what course you would 
recommend ? 


Mr. Freas. Not specifically. 

Senator Lauscuer. You do consider it a vital question ? 

Mr. Freas. We do. 

Senator Lauscue. And I suppose its importance will become still 
more pointed if nothing is done toward removing the inequality of 
treatment that the Government accords by way of subsidies, direct 
or indirect, to competing modes of transportation. 

Mr. Freas. That is a fair conclusion. These are things that are 
greatly emphasized and brought to the fore during times of stress. 

That brings me to the subject of depreciation accounting. 

A number of proposals have been made suggesting a need for more 
equitable and realistic treatment in accounting. As I understand 
the comments of the preceding witnesses they have directed the ques- 
tion in this regard to the treatment for tax purposes. 

I do not understand that they are directed specifically to our ac- 
counting rules. Under those circumstances we are more or less in- 
directly concerned with the proposals. The representatives generally 
directed their testimony toward a need for some relief to combat the 
increasing price spiral that handicaps them in replacing equipment. 
They have made three proposals in that regard. With respect to the 
reduction of the tax base to 20 years, even considering the physical 
or economic useful life, there appears justification for that proposal. 
This is particularly true when we consider the scientific develop- 
ments and the rapid technological changes that are now taking place. 

As a tax proposal, we think that this would be of considerable 
benefit to the railroads, and we are not opposed to it. With respect 
to their proposal for the establishment of a construction reserve, we 
likewise believe that it would be helpful for future acquisitions of 
railroad property and we are likewise not opposed to that. 

The other proposal involves reinvestment depreciation deduction, 
which would permit a deduction in the tax return for the excess of 
the present cost of replacing a unit of property over its original 
cost. 

Many authorities who have given this matter extended study believe 
that the present basis of requiring depreciation deductions to be com- 
puted on the original cost rather than replacement cost, consider it 
unjust. And, here again, we believe that consideration should be 
given to the tremendous increase in prices which have recently taken 
place and that that is a factor which should be taken into considera- 
tion in computing depreciation accounting for tax purposes. 

Another matter brought up under this heading is the so-called 20 
percent depreciation reserve, which is now covered by House bill 
8381. 

Senator Lauscue. Mr. Freas, if we follow your suggestions on these 
three items, how can we escape making them applicable to the other 
modes of transportation? And if we do that, where does it lead us to? 

Mr. Freas. Well, directing myself to the first part of your question, 
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with respect to the three matters that I discussed under this heading, 
first I see no reason why all modes of transportation should not, for 
tax purposes, be treated equally as they should for transportation 
purposes. There would, of course, have to be some qualifications with 
respect to the first one, based on the 20-year life. That would have to 
be adjusted to a time period that mem be comparable, considering 
their circumstances, to a 20-year life by railroads. But we certainly 
do not advocate preferred treatment unless there is some clear reason 
for it. I think that these provisions could apply generally. 

Senator Lauscue. Now then, if you a them to the four modes 
of transportation, is there likely to arise a demand of nontransporta- 
tional businesses asking that they be given similar treatment in tax 
problems ? 

Mr. Freas. That could well happen. I would like to add, also 
that 

Senator Bricker. I might say in passing that I think it is a sound 
principle of accounting. 

But on the other hand, there is a distinctive difference between 
different transportation systems and forms of business. This is be- 
cause you have a strictly regulated business in all phases of transpor- 
tation, which does create a distinction between that and private 
business. 

Senator Lauscue. Yes. 

Mr. Freas. Yes. We have here an industry that is recognized as 
being vested with a public interest in a different way from that of 
ordinary commercial undertakings. On that I would like to go back 
to what I said a moment ago, Senator, that while in principle we think 
these things should be applied equally, they should of course, be con- 
sidered in connection with the needs. By reason of their very lar, 
investment, the railroads find themselves in this critical situation. It 
may be that if these proposals were applied to others, that other 
forms of transportation with a much smaller investment would not 
find the same need for taking advantage of this. 

Senator Lauscue. Is there equality of treatment now given to the 
four modes of transportation, or is there, under the present right to 
depreciate, and charges in operating expenses, a preferential treat- 
ment given to one over, let’s say the railroads? 

Mr. Freas. Well, since we are speaking here of the tax angle, I 
must frankly confess that I don’t know enough in that field to 
answer your question. 

Senator Lauscuz. What I have in mind, is that the suzsidized air- 
lines depreciate their airplanes in 7 years, at the rate of about 12 
percent a year, bringing them down to a residual value of 15 percent. 
Are you familiar with that ? 

Mr. Freas. Again, now that you mention it, I understand that 
that is true, but I don’t know it in detail. 

Senator Lauscue. Have you given any study to determine whether 
there is equality of treatment given, except for tax purposes, on that 
matter of depreciation rights? 

Mr. Freas. No specific study. That matter will, of course, depend 
upon the useful life. But as I indicated a while ago that should be 
taken into consideration in weighing one against the other. 

Senator Lauscue. All right, proceed. 
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Senator Purrrty. May I ask a question? Do your present account- 
ing methods, which you, of course, have supervision over, and which 
you determine whether or not you will accept that accounting method 
as being the proper way—are there two phases to this situation, one 
the useful life of the article we are talking about, or the particular 
piece of equipment, and is the other the cost of replacement ? 

Is the depreciation today predicated upon a determined average 
life by the experience of useful life? 

Mr. Freas. The answer generally is yes. Again I would like to 
have Mr. Emken give a more specific answer. 

Senator Purrett. Or is it an antiquated method ? 

Mr. Emxen. That is correct as far as we are concerned. 

Generally, the tax people follow the same principles. We call 
on the carriers to submit, in the case of railroads, their experience, 
- we give them an opportunity to suggest the remaining useful 
life. 

Now, that is carried on periodically. 

Senator Purreit. That is what I wanted. In other words, it is 
brought up to date, is it ? 

Mr. Emxen. Yes, sir. 

Senator Purrett. In the light of experience ? 

Mr. Emxen. That is correct. 

Senator Smaruers. But that is only in the light of your particular 
calculations? That is not insofar as the Internal Revenue Service is 
concerned ? 

Mr. Emxen. That is correct. It does not govern the Internal 
Revenue Service, but I believe they generally, insofar as lives and 
salvage and so forth, they generally are pretty close to our rules. 

Senator Smaruers. They may be with respect to the railroad in- 
dustry, but as a member of the Finance and Taxation Committee, I 
can tell you that they are all over the lot with respect to everything 
else. 

Senator Bricker. But the fact still remains that you do, for pur- 
poses of taxation, permit depreciation with a cheap dollar as against 
a sound invested dollar? 

Mr. Freas. I think that is true, yes. 

Senator Purrett. I think, however, I would like to make the ob- 
servation, although I am not indicating at all any fixed opinion of it, 
that if we were to permit consideration of cost replacement, that it 
might well spread to every other field. 

idontet Bricker. There is no reason why it shouldn’t. 

Senator Purrety. I am not discussing that. 

Senator Smatuers. But certainly you agree, and we all agree, that 
the same principle that applies to one mode of transportation should 
apply to other modes of transportation with respect to depreciation. 

Mr. Freas. We agree. 

Turning now to the equipment problem, we have not had any sub- 
stantial shortage of railroad rolling stock recently. Just a few weeks 
ago there was quite a shortage involving refrigerator cars, brought 
about by a special situation. But from an overall standpoint, as I 
believe someone suggested in a previous hearing before this committee, 
the problem has been one of cargo more than one of cars. 

Senator Bricker. What was the special situation that you referred 
to? 
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Mr. Freas. The railroads made some pretty substantial reductions 
in the rates of potatoes out of Maine, with the result that the potato 
traffic, that had largely left the railroads, suddenly came back and re- 
quired refrigerator cars, and it came at about the same time that there 
was a freeze down in Florida, and as a result of that, much of that 
citrus was moved from other areas, involving much greater distances, 

uiring more car-days. 
iy ere Smartuers. We didn’t need refrigerated cars at that time. 
[ Laughter. | 

Mr. Freas. The shippers still demanded them. 

Senator Smaruers. We needed heated cars. [Laughter. | 

Senator Bricker. He got the drop on you there-—— 

Mr. Freas. In any event, whether we have a car shortage at the 
moment or not, the minute that business picks up, and particularly 
if we should run into any crisis, shortages are bound to recur, and 
something must be done about it. 

Much has been said both ways about the so-called Symes plan, which 
is embodied, as you know, in Senate bill 2906 and House bill 9597. We 
have made our comments on that proposal in connection with our 
reports. 

e do not believe it desirable or necessary that the Government 
become involved in the private business of carriage, while perhaps we 
are not unalterably opposed to the Symes plan, we do not now favor 
it. We have doubts as to its practicability, and we believe it would be 
too slow and cumbersome to give the carriers the immediate relief 
which they seek. 

But we do recommend that the objectives be accomplished through 
the guaranty of loans or through some kind of a direct loan type plan. 

Senator Bricker. The Symes plan was the car pool ? 

Senator Smarners. That was the Government ownership. 

Senator Bricker. Equipment pool. 

Mr. Freas. Yes. 

The Government would acquire the equipment and lease it to the 
carriers. 

Now, in addition to our approval of some kind of guaranty of loans 
or direct loan type plan, we also advocate that as an ancillary measure 
the enactment of the so-called penalty or incentive per diem bills that 
are now pending before the full committee; that is, 2 of them are, and 
the other 1 is pending in the House. 

Senator Lauscue. What are they? What do they mean? 

Mr. Freas. The penalty bills are bills which were introduced fol- 
lowing the recommendation of the Commission in its recommendation 
No. 1, which would provide that in times of car shortage, that the 
Commission be authorized to include as a factor in fixing the volume 
of per diem charge, the earning value or the value of the vehicle loss 
to the owner when others appropriated it; in other words, it would be 
a lever to require the expeditious handling of those cars 

Senator Smarners. Mr. Chairman—are you through with that? 

Senator Lauscuer. Yes. 

Senator Smaruers. Chairman Freas, with respect to the guarantee 
loan program, which you say you would be in favor of—would you 
favor the handling of that guarantee loan program by the Secretary 
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of Commerce or do you think it would be much more appropriate that 
that be handled by the Interstate Commerce Commission ? 

Mr. Freas. Forgetting entirely our part in the picture, I think the 
circumstances are such that it would be more appropriately handled 
by our Commission. 

Senator Smatuers. Do you think that it is the kind of a program 
which should be set up on a permanent basis or do you think it is the 
kind of a program that should be set up on a short-term basis, we will 
say, for 2 years? 

Mr. Freas. T would think that it would be greatly preferable to 
set it upon a short-time basis to cope with the immediate emergency, 
and if it were decided, that is, if experience showed that it was effec- 
tive but that the emergency still persisted and should be extended, 
the Congress could do that. I think that would be preferable to 
putting it in as a permanent proposition. 

Senator Smarueprs. You think it would set up as an emergency 
program, so to speak ? 

Mr. Freas. I would so recommend. 

Senator Smaruers. Do you think it should be applicable to all 
modes of transportation or just specifically to the railroads? 

Mr. Freas. Well, I woe presume, at least, that whatever agency 
would be charged with the administering of the act, that that agency 
would be required to have a fairly adequate record on the carriers’ 
need for the money, on the fact that it would be used for the purpose 
for which it was requested, and on a number of other lines of inquiry. 
With such provisos, and a determination by a qualified body, before 
the loan was made, it seems that it would be better to have it on a 
broad basis, that is, cover all forms of transportation. Then if there 
was a comparable need, I would take it that it would be intended to 
apply to all of them, but if there was not, the others would auto- 
matically be weeded out. 

Senator Smaruers. All right, sir, go ahead. 

Senator Bricker. Just one question, if I may. 

Senator Smaruers. Surely. 

Senator Bricker. In light of the credit situation now, with the 
rails and other forms of transportation, do you think that the most 
effective method of approaching this problem would be through a 
direct loan or through a guaranty ? 

Mr. Freas. I believe a guaranty would be adequate, and we would 
recommend that at this time. 

Senator Smatuers. Go ahead, Mr. Chairman. 

Mr. Freas. I come now then to the question of rates under section 
22 of the act, which provides for the granting of free or reduced 
transportation to the Government. 

We previously made recommendations which were embodied in 
bills acted upon by both Houses of Congress. In the course of the 
enactment, those bills were quite drastically amended, and as enacted 
they require the carriers to submit to the Commission copies of sec- 
tion 22 quotations and tenders. These tenders are now being re- 
ceived by the Commission. They are open for public inspection, but 
we have no authority with respect to the rates involved in them. 

The Congress also, at the time of the enactment of these bills, indi- 
cated that it expected governmental agencies and private groups to 
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make studies based upon these quotations and tenders, in order to 
show what the actual result is, to disclose information which was 
not available at that time. 

It was necessary, of course, that we allow some time to elapse in 
order to get some experience in that situation. Quite a few quota- 
tions and schedules have now been filed, and the machinery for com- 
plying with that request of the Congress is being set up. 

When the study is completed, we propose to make ahaenies fur- 
ther recommendations the facts call for to the Congress. 

Senator Lauscue. When will that study be completed ? 

Mr. Freas. I just can’t give you a definite estimate for this rea- 
son: As I say, we still do not have much information. The first sched- 
ules were filed, I believe, just a matter of about 2 months ago. Were 
they not? 

Mr. Cox. That is right; November. 

Mr. Freas. November. So we need more information, and while 
we are getting that information, we are setting up the machinery. 

Would you care, Mr. Cox, care to make any kind of an estimate 
as to when you think that could be completed ? 

Senator Smatuers. Will you identify Mr. Cox? 

Mr. Freas. He is Director of our Bureau of Traffic. 

Mr. Cox. No; I haven’t the least idea, Mr. Chairman. We have 
gotten about 10,000 section 22 quotations so far. 

Mr. Freas. It may be possible or it may happen that as we make 
this study that we will run into some substantial problems that the 
schedules, themselves, do not disclose. They do not disclose the pre- 
cise volume of traffic that is moving under them. 

I believe the committee, at the time the suggestion was made that 
— Commission make the study, intended that it should reveal ac- 
ual use. 

Now, at the moment we are not quite certain as to where we are 
going to get that information, but that is one of the things we are 
exploring. 

We come then to the subject of rate regulation. 

You have heard a lot about the contention from the rail side that 
they are unduly restrained and discriminated against. 

Here again, as I have said before, we fully agree that all forms 
of transportation should be regulated impartially. And if this has 
not been accomplished because of the absence of appropriate user 
charges, or the granting of subsidies, or because of exemptions or 
the other things we have discussed, then we favor whatever legis- 
lation may be required to bring about that equality. 

However, we do reject the contentions that our application of the 

resent ratemaking rules, and of the national transportation policy 
7 resulted in holding an umbrella over high-cost carriers, and that 
we unduly and unjustifiably interfere with the managerial discre- 
tion of regulated carriers. 

Preliminary to this discussion, I would like to say a few words 
about the ratemaking process. The carrier rates in the first instance 
are made by the carriers, themselves. This applies equally to all the 
different forms of transportation with which we are dealing. But 
their action in that regard, of course, is subject to the overriding au- 
thority of the Commission to prevent any rates that are in any way 
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unlawful becoming effective. When the carriers make these rates, 
they file them with the Commission in tariffs that are constructed in 
accordance with the Commission’s rules, and that give such notice as 
is provided for under the statute. ; 

y rate that is filed by the carriers may be protested by any in- 
terested shipper, or by any other carrier or in fact by any person 
that has an interest in the matter. 

When those protests are received, they are carefully analyzed, 
usually by our Board of Suspension; in some cases by Division 2, 
which in any event has appellate jurisdiction over the Suspension 
Board’s action. And if it is considered that there is great probabilit 
that they violate some provision of the act, the rates are suspended. 

If it seems that the protest is one of a flimsy nature, they are 
permitted to go into effect. And those rates that are not challenged, 
where there are no protests, go into effect as a matter of course. 

Now, that brings us to this picture that I want to emphasize, that 
excluding schedules involving the general increase in rates, where 
the carriers come in and raise practically every rate in the country, 
excluding those, more than 50,000 rail tariffs were filed with the 
Commission in 1957. Now, those tariffs contain hundreds of rates, 
sometimes hundreds or more on the same page, and some are pretty 
extensive, and in the aggregate we have hundreds of thousands of 
rates and probably millions of rates involved. 

Senator Bricker. What percentage is protested ? 

Mr. Freas. I was just coming to this figure, Senator Bricker. 

Senator Brickrr. Excuse me. 

Mr. Freas. Our best estimate is that 98.3 percent of the tariffs be- 
come effective without protest or restraint by the Commission. 

In other words, 1.7 percent are protested. 

Now, if this 1.7 percent, about 85 percent are nevertheless per- 
mitted to go into effect without suspension. So this leaves us with 
about one-fourth of 1 percent; that is, 15 percent, the 85 going in 
without protest; 15 percent of 1.7, or one-quarter of 1 percent of the 
total in which the voluntary action of the carriers is restrained. 

And again in almost one-half of those cases that are suspended, 
pending investigation, the proposed rates have nevertheless been 
approved upon completion of the proceedings. 

enator SMatuers. May I ask you a question right there ? 
Mr. Freas. Yes, sir. 
Senator Smatuers. I don’t want to interrupt your thought, but 98 
ercent of them are not protested. But the 2 percent, we will say, 
Just to round it out, are subject to hearings. 

Now, what does that 2 percent represent with respect to volume 
of traffic ? 

Mr. Freas. I have no figure on that. I was hoping that I could 
give you some kind of an approximation. 

Senator Smatuers. Just approximately. 

Mr. Freas. I would say it would be just about 2 percent of the rails’ 
freight revenue. I was trying to find the rails’ revenue, but it in- 
cludes passenger and freight, both. 

Senator Smaruers. That answers my question. 

I just wondered if the 2 percent was disproportionate or not, which 
actually meant a great deal to the railroads. In other words, did this 
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2 percent ao a large portion of their income, so that the com- 
plaint could be in some manner much more justified ? 

Mr. Freas. No. I think the percentage would run about the same. 
I believe in your question you referred to the 2 percent which were 
suspended. The Difference between the 98.3 and 100 represented 
those which were protested, and about 85 percent of those, neverthe- 
eae were not suspended, even though protests were received. 

ow then, I think at this point I should call attention to a statement 
that this committee received, I think, about 2 days ago from the witness 
Staley, appearing for the United States Chamber of Commerce. 

I understand that toward the close of his testimony he submitted 
a one-page statement headed, “Amount and Character of Adjustments 
Suspended by the ICC.” 

At least a cursory look at that statement indicates a picture entirely 
different from that which I have just painted, and that is why I do 
want to comment on it, so that there is no question about a conflicting 
record. 

Mr. Staley, in the third column on that one-page document, lists 
what he calls the number of suspended adjustments, 

I should like to point out first that the numbers that he is dealing 
with—and I find no fault with the figures that he uses—but the figures 
represent not rail adjustments and suspension proceedings that we 
are discussing here, but they are taken from our annual report and 
represent the entire category of all forms of transportation. 

ut much more important than that, taking just the first figure, 
1957—and he goes back to 1927—he shows a number of suspended 
adjustments for that year as being 3,620. That contemplates not 
the number of suspended adjustments but the number of adjustments 
that were considered for suspension. 

Now, when we apply that to the rail field alone, the number of 
adjustments that were actually suspended are 143. That is why I say 
I think it is important that this statement not give the kind of im- 
pression that it would at first glance. 

I would like to go a step further, however, and indicate just at 
whose request these 143 suspension proceedings were instituted. 

The study that we have made shows that of the 143, 25 were 
suspended at the Commission’s own instance, and in every case ex- 
cepting this one, that was because relief from the fourth section of 
the act, the long- and short-haul provision of the act, had not been 
obtained, and there was no alternative, because otherwise we would 
have permitted an unlawful rate to go into effect. 

Now, in some instances the relief was actually denied. In other 
instances, however, it involved situations where it was necessary to 
develop more information and the suspension order was entered pend- 
ing the determination of the section 4 issue. 

But that disposes of 25 of the 143. 

We have 52 instances, or a little over a third of the number, in 
which the suspension was at the request of the motor carriers. There 
are a few others in which the motor carriers also requested suspension 
along with other interests, but these were motor carriers exclusively. 

In 19 instances the suspension was at the request of the water car- 
riers. In 20, at the request of shippers, and sometimes they were joined 
by water carriers or other agencies, and finally, in 27 instances, or 18.8 
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percent, the protest was at the instance of rail carriers. So that does 
not enter into this competitive situation as between modes of transpor- 
tation. 

Senator Bricker. Competing rail carriers. 

Mr. Freas. Competing rail carriers, yes. 

Now then, more or less to summarize this, I think we have here not 
the specter of a meddling Government interfering with the carriers 
in carrying out their managerial responsibilities but we find that a 
bare one-eighth of 1 percent of their proposals have been condemned, 
and among this one-eighth are to be found the proceedings which 1 
think we are all familiar with that are repeatedly cited as examples 
of persecution and outrage. 

This brings us to the question of what justification there is for 
even this minimum interference with managerial discretion. 

I think all of the witnesses are agreed that rates that are not com- 
pensatory should be restrained. But the rail carriers do say that the 
Commission condemns rates that are compensatory on some kind of 
a share of the traffic theory. 

I don’t think it is necessary to discuss those individual cases, but 
some overall explanation is called for. 

I would like to point out first that before competition between 
modes of carriers became as vigorous as it is now, rates were made 
largely on the theory of the value of the service, and frequently that 
is referred to as what the traffic will bear. And that practice, under 
the conditions obtaining some years ago, is one that was concurred 
in by transportation people generally, by students of transportation 
and by most everybody that was concerned «with the problem. 

But the situation changed with the growth of this intensive and 
extensive competition. So that now the cost of rendering a particular 
service is a vital consideration. And this, in turn, calls for a change in 
emphasis in applying the provisions of ratemaking. 

Now, this change had to be brought about gradually, and that was 
for several reasons. It was because the conditions that called for the 
change came on gradually, and also because an abrupt change in the 
long-established system of ratemaking would produce some rather 
drastic and disruptive consequences that would have had an adverse 
effect upon our economy. 

Today, in competitive ratemaking we give preponderant weight to 
cost considerations, and we do this in order that the advantages of 
low-cost transportation may be realized. 

So we urge that it is by current decisions that the Commission’s 
ratemaking activities must be judged. 

Now, among these cases that I mentioned awhile ago, that we are 
quite familiar with, many of them that are criticized are not current 
ones. 

In emphasizing the fact that we should judge the present standards 
by current decisions, I certainly do not want to reflect upon an earlier 
commission, and I don’t think this does reflect on it. I think on the 
contrary that it shows that in a changing world regulation under 
the present broad provisions of the law is flexible enough to adapt 
itself to changing conditions. 

It is the Commission’s purpose to construct rates so as to encourage 
the free flow of traffic via the most economical form of transportation. 
And in determining the most economical form, we consider it as 
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ae that form which, if rates reflected costs, would tend to be favored 
by shippers. 

Since transportation costs are of two kinds, that is, direct and 
indirect, it is frequently to the advantage of a carrier to haul goods 
at less than the full cost, but above the direct or the out-of-pocket 
costs, rather than to forego that traffic. 

In order to permit a reasonable play of competition, carriers whose 
full costs are higher than those in the most economical form should in 
our opinion, but within reasonable limits, be permitted to meet the 
rates of the low-cost carrier. We do not think that they should be 
permitted to go below those costs, but that they should be permitted 
to meet them. 

Again, that brings us to the question of whether what I have out- 
lined here as our view of ratemaking is followed meticulously. 

Under our system of ratemaking, under the act as it now stands, 
I have pointed out that the carriers are free to make their own rates, 
and this system, which we think is the best one that we have en- 
countered, does not require that the traffic move by the low-cost carrier, 
but neither does it prevent it. It is in those cases that are contested, 
protested, and that we specifically review, that we apply these 
principles. 

The great bulk of unregulated traffic adds to the difficulty of apply- 
ing them. The unregulated carriers charge that they will; they 
change their rates when they will, and that adds greatly to the 
problems of sound ratemaking. 

Senate Lauscue. May I interrupt at this point? 

Of the major modes of public transportation is there any one of 
oa a has greater freedom from regulation in making rates than 
others ¢ 

I am now speaking of barge, air, rail, and highway. I have 
specifically in mind the barge carriers. Do they have greater 
freedom ? 

Mr. Freas. Eliminating from this question, as I take it you do, the 
traffic that is exempt under the act, and-—— 

Senator Bricker. That is bulk cargo exemption. 

Mr. Freas. Bulk cargo and agricultural exemptions, which apply 
more heavily in one field than in others, and I think we should also 
exclude Government traffic under section 22; I think the answer is that 
the requirements are the same. 

Senator Lavucue. All right. Go ahead. 

Mr. Freas. I do want to add to the reasons I started giving as to 
why the theory that I discussed may not be followed or is not followed 
meticulously. 

Another reason for it results from the difficulties that the Com- 
mission is confronted with by reason of the fact that the records before 
us, in many cases, do not show, and in many cases the carriers do not 
know which is the most economical form of transportation. 

Now, under the act, when a proceeding is suspended, the burden of 
ae is upon the carrier that instituted the rate to justify it. And 

might say parenthetically that I think that is the way it should be. 
A carrier that proposes a rate should know whether the rate is eco- 
nomically sound and is lawful, and he is in possession of information 
which is not available to the protesting party. 
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If a carrier, when he is called upon to justify a rate in a suspension 

roceeding, does not furnish the information, he has failed in his 
code of proof. And obviously the Commission has no alternative 
excepting to find that that rate has not been justified. 

Senator Smaruers. All right, sir. 

When you are ready, we are ready, Mr. Chairman. 

Mr. Freas. Now then, I might say that of the myriads of proceed- 
ings before us, we admit that there may be isolated instances where 
our general objectives are not fully attained, or where perhaps the 
reports are not written with all the clarity that might be desired. But 
we do think that any disability in this regard results not from inade- 
quate legislation or from improper administration but from the failure 
of the carriers involved to submit adequate records. 

I shall not take much time discussing the so-called “three shall 
nots.” They are discussed at some length in this report. I want 
to comment on them very briefly, though. 

We think that if they were inserted in the rule of ratemaking, the 
Commission, in effect, would be limited to a single test in determinin 
the reasonableness of a rate, that is, whether it is compensatory, an 
we take the position that they are undesirable and unnecessary. 

We recognize that there are instances where it wouldn’t make much 
difference, but there are others where we believe that the regulatory 
process would be circumscribed in a way as to render it ineffectual to 
a large extent. 

On sheet 36 of our filed statement we point out how the “shall nots” 
may prevent the public from receiving the benefit of the most 
economical service. 

Senator Lauscur. What position was taken by the Weeks Com- 
mittee on this subject? 

Mr. Freas. Well, the Weeks Committee, as I recall it now, in its 
first report, recommended changes regarding the rule of ratemaking 
that did not specifically embody these three so-called shall nots. 
They came too late during the course of the hearings. They were 
later proposed, then, as a—that is, by the carriers—as a specific remedy 
which they indicated would, in large measure, give them the relief 
that they were seeking under the Weeks report. 

And when the matter came up the second time, as I recall it, 
Secretary Weeks took the position that he was in favor of the “shall 
nots,” but he thought that they should apply intraagency as well as 
interagency, and to that extent there was a difference of view. 

Senator Lauscne. That is, in effect the Week committee did find 
that there were conditions in your ratemaking power that put the 
railroads at a disadvantage and that they recommended that this um- 
brella principle be either eliminated or reduced, and there should be 
competition, intermedially, with the carrier permitted to charge a 
rate, providing it returns to him what they called an ascertainable 
cost. 

Mr. Freas. Yes. 

Senator Lauscne. Is what I have said pretty substantially correct ? 

Mr. Freas. I think that isa fair statement. 

Senator Lauscne. How does that differ from the position which 
you take? 
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Mr. Freas. Well, that would restrict us in our ratemaking to cost 
considerations. We could not condemn a rate unless it were either 
below cost or in excess of some reasonable cost. 

It would create the zone that is absolutely free of regulation. It 
is the contention, as I understand it, of the eta and of the car- 
riers, that, within this zone, between the lowest reasonable rates and 
the highest reasonable rates, the carrier should be free to exercise their 
managerial discretion. 

Now, we think, as I said, that in a lot of cases the “three shall nots” 
do not come into play—they wouldn’t affect our ratemaking, but there 
are also a large number where it would be handicapped—where it 
would be restricted to the point of rendering it ineffectual. And I 
cover them in greater length here in the prepared statement. They 
involve cases particularly of preference al prejudice as between 
shippers or prejudice or discrimination as between carriers. Within 
that range we couldn’t do anything to remove the unlawful provisions 
under sections 2 or 3 of the act which we consider to be very important 
parts of our regulatory statutes. 

Senator Lauscue. All right. 

Now, to compact it a bit for my own information: The Weeks com- 
mittee recommends greater liberality of competitive activity among 
the several modes of transportation. It goes one step further and 
says: 

Greater liberality, even, among the railroads themselves, and that the um- 
brella theory should be substantially abandoned. 

Mr. Freas. I think that is true. And we, on the other hand, say 
that there is an area in which the Commission must have control over 
rates in order to maintain a healthy transportation system, and in 
order to see that shippers, communities, localities, and ports are not 
unduly discriminated against, and for various reasons of that nature. 
And that insofar as the interagency competition is concerned, that we 
are not holding an umbrella—and we emphatically deny that situa- 
tion—over any form of transportation, but that we are—it is neces- 
wy that the Commission has some control in order to avoid cutthroat 
and destructive competition and running one form of transportation 
out of the picture, as against another. 

Senator Lauscux. But don’t the railroads take the position that 
— can prevent cutthroat competition and that they shall not be al- 

owed to charge a rate that is less than their out-of-pocket costs? The 
Weeks committee, on the other hand, says: 

Allow them to compete among themselves, providing they charge an ascer- 
tainable cost. 

Mr. Barron. “Directly ascertainable,” are the words they use, 
Senator. 

ee Lavuscue. What is wrong with this ascertainable-cost 
theory ‘ 

Mr. Freas. I don’t know whether the committee would like to have 
me go into this particular end of it. I think it is a little difficult to 
talk about just in the abstract. 

I, yesterday afternoon, had a little one-page sheet prepared in the 
thought that if a question of this nature came up, I could probably 
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make the thing clearer by referring to this. If it is desired, I would 
like to pass these around. 

Senator Smaruers. All right; pass it around. We will look at it. 

Mr. Freas. Mr. Chairman, it has been suggested that maybe this 
should be incorporated in the record. 

Senator Smaruers. We will make this a part of the record, with- 
out objection. 

(The document referred to follows :) 


RELATIONSHIP BETWEEN RAIL AND 
MOTOR COSTS 


Motors are Rate Making Carriers 
Rallis are Rate Making Carriers 
Motor Exclusively 

Rail Exclusively 

Competitive 
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Mr. Freas. I think with this statement I can make our position a 
little clearer. 

You will note on there the four sets of lines, starting on the left 
side, the upper solid line being the rails’ fully distributed costs and 
the broken line the rails’ out-of-pocket costs, and then below that the 
solid line represents the trucks’ fully distributed costs and the broken 
line the rocks’ out-of-pocket costs. 

This is intended strictly as an illustrative—we made no attempt to 
draw this to precise scale. But you will notice first 

Senator Smatuers. I think we ought to straighten that statement 
out. But it is an accurate expression; is it not? 

Mr. Freas. It is accurate. 

Senator Smatuers. You did not attempt to draw it exactly to 
scale, but it nevertheless reflects the point you are trying to make? 

Mr. Freas. Very definitely so; yes. 

Senator Smaruers. It is reasonably accurate, based on the statistics 
which you have? 

Mr. Freas. Yes. What I mean to say particularly is—and I was 
going to refer in a moment to the crossing of those lines—that cross- 
ing would be at a different point, depending upon the kind of traf- 
fic, the consist of the load, whether there were return loans or not, 
and a number of factors. So if we applied this to a given situation, 
the picture would be somewhat different in each case. But this is 
accurate as illustrating the method of ratemaking that I have been 
describing. 

Now then, it will be noted particularly that in the areas designated 
A, B, C, and D, in area A, the rail carriers’ costs, both full and out- 
of-pocket, are in each instance higher than the trucks’ full costs. 
So there is an area, where if the rails handle the traffic—and I 
am assuming again, now, that this is comparable traffic and compar- 
able service, because, as I say, each situation would present a differ- 
ent picture, but this illustrates the point—if the rails are handling 
that traffic in area A, their costs are substantially higher than those 
of the motor carriers. So area A is an area in which we are trying 
to have traffic go by the most economical form of transportation; it 
should be exclusively truck. 

Now, by the same token, when we get to area D, there the trucks’ 
boots, i fully distributed and out-of-pocket costs, are higher than 
the rails. 

Senator Bricker. What are these different areas? What are A, 
B, C, and D supposed to indicate ? 

Mr. Freas. This generally indicates distance. Area A is short 
distance, where ordinarily the trucks are the economical form of 
transportation. 

Senator Bricker. What relative distance would you give to A, B, 
C,and D? 

Mr. Freas. As I say, that is something that would depend upon 
each movement. 

Senator Bricker. Each movement? 

Mr. Freas. Yes. 

Senator Bricker. What is your perpendicular scale? 

Mr. Freas. That is simply to indicate cents per hundred pounds; 
indicates money. 
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Now, as I have indicated, with respect to area A, the rails are the 
high-cost carriers, and in area D the truck costs are in every case 
higher than the rail costs. So that area D should be exclusively rail. 
But that leaves us a big area, B and C combined, where in one case 
the one is higher, and in the other case the other one is. In area B 
while the rails’ full costs are higher than the trucks’ costs the rails’ 
out-of-pocket costs are, nevertheless, in some cases lower than the 
trucks’ out-of-pocket costs, and the same thing in the reverse is true 
in section C. 

Bear in mind, also, that cost determination is not an exact science. 
It involves a lot of apportionments, for example, that have to be 
made as a matter of judgment. We can’t say that the cost of a given 
movement is precisely this. It is in that general neighborhood. So 
we have areas B and C, where there should be and is room for free 
competition, and not when one form of transportation cannot com- 
pete with another form unless it does it at an out-of-pocket cost, that 
we provide for the shippers the lowest form of transportation and 
yet permit for substantial competition in the areas in which the car- 
riers are actually competitive, from a cost standpoint. 

Now, I want to emphasize, of course, that while, as I said, under 
today’s ratemaking, cost considerations have to be considered as a 
predominant factor; that is not saying that it is the only considera- 
tion. And in determining where the rates should be within these 
areas, other things have to be taken into account. 

Now, I think, coming: 

Senator Lauscue. The difficulty arises because of their purpose to 
charge an out-of-pocket cost instead of a full distributed. cost ? 

Pardon me for asking you these questions, because I am trying to 
learn what is involved. 

How does the difficulty arise? What produces this argument? 

Mr. Freas. Well, I think if we, looking at this statement, if we 
assume that both the rails and the trucks have rates on a given com- 
petitive commodity above the a line on there, that is, the rates 
return more than either the full costs or the out-of-pocket costs of 
either form of transportation, and that there is no commercial reason 
for reducing that. Under the system of ratemaking, high-grade 
articles generally return a greater amount to the carriers than low- 
grade articles, and that is as it should be where that theory can be 
followed. 

Now, if we have a very high-grade article that is up in that area 
above the costs of either, and if it is close to the left side of our state- 
ment, where the trucks are the low-cost form of transportation by a 
very considerable margin, under the three “shall nots,” that rate could 
be reduced until it came to the broken rail line. In other words, if it 
came to the second line from the top, the broken rail line, it would still 
return the out-of-pocket cost, and under the three “shall nots” the 
Commission would have absolutely no jurisdiction over it. 

Now, if there is no economic reason for it at all, no shipper need, 
not required because of free movements of traffic, it is not fair or 
eo that that rate be forced down to that particular level simply 

ecause there is no way of controlling it. 

It would mean that the other form of transportation—and this 
applies, no matter which way we reverse it, as to the carriers, would 
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have to go down there, and both forms would lose the revenue they 
could otherwise require or else just forgo the traffic. 

Now, that is strictly from a cost standpoint. But in addition to that, 
this question of discrimination and prejudice we think is of very far- 
reaching importance. 

Senator Smatuers. Does that answer you? 

Senator Lauscue. Yes. 

Senator Smaruers. May I stop here a minute and say it is 12:30. 

Mr. Chairman and members of the Commission, I would like to 
ask this favor of you on behalf of the committee, and before I ask 
the favor I would like to tell you the reason for the favor. 

We have listed as witnesses today, in addition to you, sir, Mr. Harry 
Hagerty, the financial vice president of the Metrolopitan Life Insur- 
ance Co., from New York; Mr. Benjamin Fairless, president of the 
American Iron and Steel Institute, from Pittsburgh, Pa.; Mr. John J. 
eds chairman of the board, Chase Manhattan Bank of New York, 


What I think we had best do, if this meets with your approval, is 
to recess for lunch now, and ask you if you could defer the balance of 
your testimony until Tuesday, at which time we would put you on 
and continue to go forward with this. 

We do that in order to let these gentlemen who are here with us from 
out of the city get their testimony in the record and then get on back 
home, because, of course, it is a great inconvenience to them if they 
have to stay over, and we don’t meet tomorrow, and they have to make 
another trip down here on Monday or Tuesday. 

So if that is agreeable with you, we will do it that way, and then on 
Monday we are going to have the Secretary of Commerce, Mr. Weeks, 
and one of his assistants, Mr. Rothschild, and one other witness, on 
Monday. 

On Tuesday we will pick up with you again, and the members of 
your Commission. 

And then on Wednesday we take the labor representatives and we 
hope that with that, at that juncture, as the Senator from Kansas said, 
to conclude the hearings. 

So I say that to Mr. McCloy and Mr. Hagerty and Mr. Fairless that 
we can stand in recess until 2 o’clock at which time we will take them, 
and we will then have you back on Tuesday morning, Mr. Chairman. 

Mr. Freas. That is very agreeable to us. We will be back here at 
your pleasure. 

Senator Bricker. I suggest there ought to be a continuity of the 
Chairman in the printed record, so that what he gives Tuesday will 
follow what he has said today. 

Senator Smatuers. Yes, that certainly may be done. 

(Whereupon, at 12: 36 p. m., the subcommittee recessed, to reconvene 
at 2 p.m. of the same day. ) 

(Following is the concluding testimony of Chairman Freas of the 
Interstate Commerce Commission, pursuant to Senator Bricker’s sug- 
gestion. Chairman Freas appeared before the committee on Tuesday, 
April 1, 1958, at 10 a. m., but for reasons of continuity his testimony 
follows at this point in the transcript :) 

Senator SmatHers. All right. 
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Mr. Freas, you come on up here, sir. We will hear you at this time, 

If the other commissioners would care to come up here and sit we 
would be glad to have you. 

Allright, you may proceed. 


STATEMENT OF HOWARD FREAS, CHAIRMAN OF THE INTERSTATE 
COMMERCE COMMISSION—Resumed 


Mr. Freas. At the time of the recess on Friday we were discussing 
the principles of ratemaking. 

I had pointed to the need for some regulatory control in that 
area 

Senator Lauscue. What page does that refer to ? 

Mr. Freas. We were generally in the vicinity of about page 39. 
We had jumped around a little bit and my comment will not be tied in 
directly to that page at the time. 

I was saying I had pointed to the need for some regulatory control 
in that area between rates that are so low as to be noncompensatory on 
the one hand and so high as to be exorbitant on the other. 

I mentioned that such regulatory control was necessary to avoid 
destructive competition, to prevent breakdown of interrelated rate 
structures which would ven in a loss of revenue to all the carriers 
concerned and thus impair rather than foster sound economic condi- 
tions in transportation and among the several carriers. 

Rate regulation has been referred to on numerous occasions by the 
Supreme Court as a pragmatic business and the making of rate adjust- 
ments or rather rate adjustments as pragmatic adjustments. 

I had also pointed to the necessity of such control in order to prevent 
preference and prejudice and discrimination. 

In glancing over the transcript I noted several statements which, 
when read in their context, I think, are quite proper but if they stood 
alone they would be a little too broad and I think some further ex- 
planation is called for. 

I stated at page 1675 of the transcript, “Well, that”— and the “that” 
referred to proposals contemplated by the so-called shall nots, “would 
restrict us in our ratemaking to cost considerations. We could not 
condemn a rate unless it were either below cost or in excess of some 
reasonable cost. It would create a zone that is absolutely free of 
regulation.” 

And again on the following page, “They involve cases particularly 
of preference and prejudice as between shippers or prejudice or dis- 
crimination as between carriers. Within that range we couldn’t do 
anything to remove the unlawful provisions under section 2 or 3 of the 
act which we consider to be very important parts of our regulatory 
statutes.” 

Now, at the time we were discussing the control of competition and 
our—— 

Senator Lauscuz. Whom are you quoting there? 

Mr. Freas. Those were statements that I made at the Friday 
hearing. 

I say in making those statements they followed or were part of a 
discussion of the control of competition and our power to restrain the 
initiation of improperly competitive rates. And if read in that con- 
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text the statements are all right, but I did not mean to imply by that 
that those shall nots would wipe out the provisions of sections 2 and 
3 of the act. 

Sections 2 and 3 would, of course, continue in full force and effect 
but the thing to be noted in connection with them particularly, is that 
they are not self-operating. Exclusive reliance on those provisions 
would result in delay and would shift the burden from the carriers to 
those that are alleged to be injured. 

Those provisions come into play in a case where a complaint is filed 
or where the Commission institutes an investigation on its own motion, 
but there is need for further control in that area where the carriers 
offer rates for filing which are in violation of other provisions of the 
act. 

I would also like to refer-—— 

Senator Lauscue. Are you of the conviction that the present law 
and the interpretation which the Commission has placed upon it and 
that interpretation which the Supreme Court has given to it leads to 
what you would call a healthy competition, beneficial to the public? 

Mr. Freas. Lam. I think that the present act and the way it is now 
administered permits a free play of competition where that competi- 
tion is based on economic consideration but enables the Commission to 
check rate proposals when they become destructive and result in sub- 
stantially weakening the transportation companies for no good pur- 
pose, as, for example, when rates are below out-of-pocket costs. 

Senator Lauscue. Do you understand that the railroads are urging 
that they be permitted to make rates that are below out-of-pocket 
costs ¢ 

Mr. Freas. I have not heard them make that contention specifically. 
However, they are very critical of the fact that they have not been 
permitted to make rates effective that they propose either when the 
record indicated that they did not return those costs or as is more 
usually the case when the record does not give the Commission any 
information as to whether they do or do not return those out-of-pocket 
costs. 

Senator Lauscur. Would you approve a bill that would allow them 
to make charges that bring a return of out-of-pocket costs without 
considering the impact that it would have upon competing modes of 
transportation ? 

Mr. Freas. I would not. 

Senator Lauscur. Why not? 

Mr. Freas. Because, in the instance I think what the country needs 
is a transportation system on a sound, stable, and enduring basis. 
In order to have that the full costs plus some profit must be returned 
by the carriers in their overall effect. Now, of necessity some rates 
must be lower than the full cost. That may be for competitive rea- 
sons, it may be because of the kind and character of traffic, that is it 
would not move freely or sometimes not at all if it had to stand its 
full proportion of the cost. 

ith that in mind, the fact that some traffic just cannot pay the 
full cost it necessarily follows that other traffic must make up the 
deficit and if the rates were constructed in such a way that nothing 
could be done at all on rates that just barely return out-of-pocket costs, 
or something slightly over that, there would be no way of seeing that 
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the carriers in the final analysis got that revenue which they must have 
in order to provide the country with the kind of transportation system 
we need. 

Senator Lauscue. Then it is your belief that the railroads them- 
selves will not be able to manage their business to get a profit such 
as they need unless you tell them how they should do it? 

Mr. Freas. I think that calls for an affirmative answer based on 
past experience. 

Senator Lauscue. It was a rhetorical question, but—— 

Mr. Freas. Well, I say based on past experience. I might add this, 
that until quite recently the rails have really done—I am speaking 
now of the rails collectively—very little in the cost field. In recent 
years, some carriers, quite a few of them, have seen the importance 
of that and have done a lot to develop their cost-finding departments. 
Also, the carriers collectively have set up committees, notably one here 
in the East, headquartered in New York, and a couple of others else- 
where in the country that are really beginning to analyze this situa- 
tion in a way that they have never done before. By analyzing the 
competitive situation and determining what their costs actually are, 
they are making rates in a way that I think is much more enlightened 
than what they have done heretofore. 

So, to come back more directly to your question, I think the carriers 
in many instances have proposed rates which were unduly low largely 
because they themselves did not know how those rates compared 
to the cost of performing the service. 

I think a lot of progress is being made in this regard but a lot 
still remains to be done. 

Senator Lauscue. You have not completed your paper, but I wish 
you would keep this in mind as far as I am concerned, that we are 
here trying to work out a plan that will fairly and justly lift the 
railroads out of their fiscal plight. If we are supposed to do it only 
on the basis of a governmental gift or loan without getting down to the 
roots of their weakness I think we just ought to quit. If the three 
shall nots are not acceptable do you have any modified form of them 
that you can recommend ? 

Mr. Freas. We do not, because we take the position that they are 
not necessary at all, that the act as it now stands, together with the 
national transportation policy, administered as it now is, is adequate. 
I might say that it is not a matter of some mental gift on the part of 
the regulator. 

I_pointed out on Friday that in the great majority of cases the 
regulator does not come into the picture excepting for procedural 
reasons—receiving the tariffs, seeing that they are filed in accordance 
with the statute, and with the Commission’s rules and so forth. But 
most of the rates of the carriers offered for filing are received as such, 

Now, in some of these instances where competition runs riot some- 
body has to step in to check it and it is those instances that we are 
talking about. 

Senator Lauscun. May I ask you this? Are you familiar with the 
identity of the persons who made the study upon which the Weeks’ 
recommendations were made ? 
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Mr. Freas. Toa certain extent. 

Senator Lauscue. Are you able to say whether they were objective, 
impartial individuals or were they vallvoad men alone or what was 
the composition of that committee ? 

Mr. Fruas. Oh, I certainly would not want to say that they were not 
objective. I think they were striving for the accomplishment of the 
best ends for the railroads as they saw them and a lot of the work, I 
understand, was done in the office of the then Under Secretary of 
Commerce. I believe that he and his staff and all the parties con- 
nected with it were trying to be objective. 

Senator Lauscue. It is your belief that they wanted to be objective 
and impartial in the matter ? 

Mr. Freas. Well, I would say that particularly as to the people in 
the Department of Commerce. I think it is only natural that to the 
extent that they were people from an industry in any way connected 
in an advisory capacity or otherwise, that it is only natural that they 
would try to present things in the most caecstie light for their 
industry. 

Senator Lauscur. And they recommend the three shall nots that 
are included in H. R. 5523. Is that correct ? 

Mr. Barron. No, sir; the Department of Commerce stated that 
rates based on directly 5, etaiaat te costs, should be the policy. This 
pr was subsequently introduced, in order to be more specific on the 
subject. 

Senator Smaruers. All right, you go ahead, Mr. Chairman, please. 

Mr. Freas. I was told that some exception had been taken to a part 
of my testimony regarding this competitive situation and I very 


quickly glanced over a good part of the er I am referring 
] 


particularly now to the testimony of Mr. McCloy. He stated on 


page 1791 of the transcript : 
Well, I say why not let nature take its course in that— 


and he was referring to rates that were competitive as between the 
different modes of carriers— 
in the long haul area, if the railroads have a favorable position give them the 


full opportunity to take advantage of that position. And I say the same thing 
vice versa for the short haul. Then let them fight it out in the intermediate 


period. 

Of course, he means in the intermediate area. 

Now, upon analysis of that statement I don’t believe that the differ- 
ence between what Mr. McCloy was suggesting and what I have testi- 
fied to is as great as it seems at first blush. 

I stated that in order—or rather in talking about this one page 
chart that I had introduced, that in instances where the costs, both 
full and out of pocket, of one form of transportation were higher 
than those of the other form that that should fe terrtiory where, for 
the good of the public generally, and the country as a whole, the high 
cost carrier should not be competing and that would apply on both ends 
of the scale. 

Taking the trucks and rails that I referred to, the one was the low 
cost, in one case, and the other one was the high cost in the other. 

Now, with that, as I understand this statement, Witness McCloy was 
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may in accord. Then it was in the intervening territory where I 
said: 

In order to permit a reasonable play of competition carriers whose full costs are 
higher than those of the most economical form should, within reasonable limits, 
be permitted to meet the rates of the low cost carrier. 

I think the only difference is that instead of saying that in that area 
they should, within reasonable limits, be permitted to meet the rates 
of the low cost carrier, he says, “Then let them fight it out in that inter- 
mediate period.” 

Now, as I say, we are for competition among carriers so long as it is 
economically sound, but we do want to have the right to restrain it in 
cases where it becomes destructive and not simply let the carriers fight 
it out in that area. 

Witness McCloy added then, “I notice he”’—referring to me—“said 
he didn’t think the rates should be dependent solely or exclusively on 
ascertainable costs or whatever the phrase is. I still would like to 
know why not.” 

I think I touched on that just a minute ago, that in order to have 
this adequate, stable and dependable transportation system the traffic 
in the aggregate must return the full cost and some profit, and that 
where there is traffic which, in the absence of a competitive situation 
and by the reason of the high value—the high character of the traffic— 
will stand higher rates, considerations of value, service and value of 
the commodity, should come into play, and that those considerations 
in those instances are just as valid now as they were in years gone by, 
= which time, as I mentioned before, no one found any fault with that 
theory. 

So, we say that costs should be given substantial weight, but we do 
not subscribe to the idea that rates should be made precisely on costs. 

Ratemaking just cannot be done by a slide rule. Cost finding has 
not gotten to the point where you can say that the cost of performing 
a given service is precisely so much. It may vary with every move- 
ment, but the cost formula provides a yardstick in the application of an 
overall judgment. In determining the costs themselves we must be 
governed by the exercise of enlightened judgment because apportion- 
ments between the various items of cost among the different items of 
traffic can just not be done excepting by the exercise of some reasonable 
judgment. 

It is the Commission’s endeavor, upon full hearing of all the parties 
concerned, to reconcile the conflicting interests of the competing car- 
riers and the interests of competing shippers which may or may not 
coincide with the interest of the carriers. Because of the very nature 
of the problems, congressional policy should be as it now is, stated in 
Janguage broad enough to comprehend the full scope as well as the 
many variations of the problems involved in developing, coordinating, 
and preserving a sound national transportation system. 

I think that about covers what I have to say as a matter of supple- 
menting the filed statement with regard to competitive ratemaking. 

Mr. Barron. Mr. Freas, may I ask you a question at this point ? 

One witness presented some charts here showing that certain rates 
were less than out-of-pocket cost, claiming that the information was 
taken from the Commission’s own statistics. 
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Would you care to comment on those figures? 

Mr. Childe gave that testimony. 

Senator Lauscun. One representative of your Commission was here 
at the time. 

Mr. Barron. I don’t recall, Senator Lausche. 

Senator Scuorrret. Mr. Childe, of the Water Carriers ? 

Mr. Barton. Yes, sir; that is right. 

Senator Scuorrren. That is right. 

Mr. Freas. I have in mind particularly the first chart that Mr. 
Childe had attached to his statement, but I am not sure that that is the 
one that you are referring to. I would like to make some comments 
about it, and if that is not what you have in mind maybe I can 
identify it. 

On his chart—it was rather a simple one as you probably recall—he 
showed a rail line going from point A, a point of origin, to market M, 
and that the same carrier had another line going from point B to 
market M. He presumed that the distances were equal and that the 
rate was $1 in each case. So that shipper A and shipper B, in going to 
market M were on an equality. 

Now, in the case of the line from B to M there happened to be a 
water line paralleling it, and the water carrier put in a rate of 80 cents. 
It was Mr. Childe’s contention that by reducing that dollar rate to 
80 cents to meet the competition, or I believe he went a little stronger 
than that, take the business away from the competing water carrier, 
that the rail carrier was throwing away the 20 cents, the difference 
between $1 and 80 cents, and was also creating a discriminatory situa- 
tion as between shipper A who still had to pay the dollar, and shipper 
B, who could now ship at 80 cents. 

Now, the trouble with that contention, as I see it, is that when the 
water carrier published the 80-cent rate, if the rail line did not meet 
that competition it would simply be out of the business, so it was not 
a matter of throwing away the 20 cents, it was a matter of depressing 
the rate so that the carrier got something out of the traffic that is 
handled rather than be required to forgo the business entirely. 

If that rate is depressed to a point below out-of-pocket costs, then, 
of course, it creates a burden on other traffic and is a situation which 
the Commission would undertake to prevent. But so long as it is a 
profit above out-of-pocket cost it is still advantageous to the rail car- 
rier and puts the two carriers on a competitive basis. But in addition 
to that the contention is made that shipper A is discriminated against 
because he has to pay the dollar whereas shipper B now has a rate of 
80 cents. That contention is not valid, as I see it, for the reason that 
when the water carrier in his illustration put in the 80-cent rate the 
competitive situation, or the discriminatory situation, was created, and 
whether the rail line met it or did not meet it the shipper at A had to 
pay 20 cents more than the shipper at B. 

Additionally, in the instance that he cited and that he picked for 
purpose of his illustration, he assumed that the same carrier had 
these 2 lines, 1 from A and 1 from B, Now it might just as well be, 
and would be in many cases, a situation where one carrier served from 
A to M and another one from B to M and in that case certainly the 
carrier from A to M could not be charged with creating a discrimina- 
tory situation by reason of the action of the other carrier. 
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Mr. Barron. The exhibit I referred to, Mr. Freas, was exhibit C-3 
that Mr. Childe presented along with his remarks. The rates I am 
talking about are those that return less than out-of-pocket and are 
marked on exhibit C-3. 

Senator Lauscur. May I point out that there are two such exhibits, 
I think one showing the out-of-pocket costs. 

Mr. Freas. And the other the fully distributed costs. 

Yes, those exhibits, as he states, are based on studies put out by 
the Commission’s cost-finding section. The statements have not been 
— on by the Commission but they have been 7 out by the staff 

or some period of time and we are, of course, familiar with them. 
They show quite a substantial number of rates that do not return 
out-of-pocket costs, there being substantially more in the chart show- 
ing out-of-pocket costs than there are in the one showing the full cost. 
r. Barton. Mr. Freas, pardon me; are those rates that show re- 
turn of less than out-of-pocket cost either legal or lawful rates? 

Mr. Freas. They fall in the category of the rates which I said in my 
previous testimony are those which the Commission should be in a 
position to prevent and, as I see it, any rate that does not return out- 
of-pocket costs does not comply with the provisions of the act. 

Now I am mindful of a decision of the Supreme Court in the Texas 
Growers case in which there were involved some rates that did not 
meet that standard, and the Supreme Court nevertheless approved 
that structure. I don’t believe that the Court intended that that should 
be taken as negativing the principles that if a carrier doesn’t get his 
out-of-pocket money back that rates should be approved on that basis. 
Possibly where there is a large group of rates between large areas 
and there are a few that fall below that level, the Court might have 
felt that it should be looked at from an overall standpoint, but I do 
not understand that decision as calling for the adoption of ratemaking 
principles contrary to those which I have advocated. 

Now, I would like also to say this about these charts, that there are 
a number of things to be taken into consideration and incidentally the 
Commission is exploring this matter quite a bit further in an attempt 
to analyze it more closely—but among several things to be borne in 
mind are, first, as I have said a while ago, the difficulty of determining 
precise costs and the necessity for dealing in a situation such as this 
with overall situations, I don’t mean averages of all commodities, but 
averages of groupings of commodities and taking into consideration 
general conditions. 

‘Then also these figures are obtained, that is, the basic figures for 
this study are obtained from our waybill study and that waybill study 
covers all of the shipments that fall within these categories. Likewise, 
the cost figures ordinarily are obtained from the reports filed by the 
carriers which cover their revenues and expenses collectively. 

There is no basis now for segregating them as between interstate and 
intrastate, so that these studies reflect not only the situation from an 
interstate standpoint but it covers both interstate and intrastate traffic. 

Senator Scuorrre,. Mr. Chairman, I would like to ask you this 
question: I take it that you say that this chart reflects the records 
or the reports of your Commission with reference to those commodities 
designated therein ? 

Mr. Freas. That is right. 
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Senator Scuorrret. There has been no specific breakdown between: 
the intrastate and the interstate carrier in some of those. I gathered 
from what you have said you haven’t made that breakdown so that 
you might further analyze that this impact study or impact chart 
seems to indicate. 

Mr. Freas. That is true. And, in fact, we cannot make that break- 
down on the information we now have, and in order to get it we would 
have to put a very substantial burden on the carriers. 

Senator Scnorrren. That is the thing that I am more interested in, 
since, of course, we all look at our own area and at our own interests 
that are affected. I was somewhat taken aback when I heard the 
gentlemen explain rates on grains in relation to where they were mak- 
ing up a terrific percentage, apparently, of those commodities that 
were below that line. It would seem to me that some place along the 
line there, while you charge or want to charge certain commodity 
movements with enough leaway for protection overall, there comes 
@ position and a time when that could be completely disproportionate, 
could it not ? 

Mr. Freas. That is right. 

Senator Scuorrrer. And it would seem to me that some of those 
terifically large quantities of commodities which move, for instance, 
grains, if they are way up there, that is a terrific impact that the 
shippers and the growers are being burdened with in order to level 
off some of these that are below the line. 

Now, how are we going to approach that inequity? Will that come 
by reason of further studies on the part of your Commission, when 
you get an opportunity to break those things down further ? 

Mr. Freas. y am certainly hopeful that those further studies may 
throw some light on that. I might say, though, that over the years in 
grenting general increases the Commission has been mindful of the 

ock-Smith resolution and in consideration of that and of the spe- 
cific record which we had containing contentions from the agricul- 
tural interests that that traffic would not stand any higher rates, the 

Commission has in many instances imposed a lesser increase on grain 
and certain other agricultural products than it has on traffic gen- 
erally. But I do want to just add a little more to these statements to 
make it clear that they should not be taken at full face value because, 
as I was about to say, they cover not only interstate but intrastate 
traffic in many instances. Though not in the majority of instances, 
but in many instances the intrastate rates are somewhat lower than 
the interstate rates. To that extent the situation is exaggerated if we 
are talking now about the interstate rates. 

Then another thing to be borne in mind is also the fact, as I said 
at the opening of this rate discussion, that the rates are normally 
made and filed by the carriers and it is only in a relatively small 
proportion of them that the Commission interferes when they are 
first filed and it is in another relatively small proportion that the 
Commission may later be called upon to fix the reasonableness of 
them. So that the situation reflected here is not one that is created 
by the action of the Commission but it is a result of the rate situation 
as it is today, taking into consideration both the action of the Com- 
mission and that of the carriers in initiating rates. 

Senator Smatuers. All right,sir. Go ahead. 
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Mr. Freas. Several other rate matters have been referred to by 
preceding witnesses. It has been urged particularly that quantity 
rates should be permitted where justified by savings in costs to the 
railroads. That might be multicar rates or trainload rates or on any 
other multiple bases. 

I need say nothing about that excepting to say that such rates are 
now permitted, and I think the carriers understand that if they want 
to file multiple rates they are perfectly at liberty to do so, and the 
Commission has said specifically that if the difference in the rates 
reflects a difference in the cost of performing the service that they 
will be permitted. But the Commission has disapproved multiple 
car rates or trainload rates where there was no showing that the 
movement of multiple cars resulted in any proportionate saving. It 
has also been ered that agreements with shippers for lower rates 
should be permitted where justified by savings in cost in return for 
a guaranteed quantity of tonnage or guaranteed proportions of the 
shipper’s total volume. This is a practice that is now invoked in 
Canada and in some of the other foreign countries. It is a highly 
controversial matter and one on which the Commission has not had 
occasion to express itself. 

If the rail lines intend to pursue this method of ratemaking they 
should submit their schedules embodying their proposals. 

Senator Smaruers. If you want to express yourself now, that is 
the purpose of having this hearing. You said the Commission has not 
had an opportunity to express itself. We would like you to express 
yourself if you have any opinion on that particular problem. 

Mr. Freas. Well, Mr. Chairman, I appreciate that you do expect 
us to throw all the light we can on all these matters. However, I 
think I should say this, that since that practice is being invoked in 
other countries, and is being strongly urged here, it is almost inevit- 
able that it will come before this Commission for decision in the 
usual way. It would, therefore, seem to me as though this Com- 
mission would be prejudging an issue of that kind if it actually 
expressed itself in advance not only of the filing of the rates but of 
the arguments that would be advanced in a public hearing. That 
would be a highly controversial matter. It is highly controversial in 
Canada now and it would be more so here. I really do not believe 
that we should undertake to prejudge a thing like that in the ab- 
sence of the facts and arguments when it has not been submitted by 
the carriers. 

Senator Smarners. All right; I just would remind you this, of 
course, that I think what you are presenting there is probably perti- 
nent and right, but what we are looking for from you is recommenda- 
tions as to the areas where as a legislative committee we might make 
changes which would be helpful to the whole transportation industry, 
particularly that which you have jurisdiction over. Now, if you 
do not think that some of these things are particularly pertinent with 
respect to a legislative committee then there is no use your even 
mentioning them. We are not interested in hearing arguments that 
are so technical in nature that we shouldn’t be looking at them any- 
way. We are interested, however, in getting those recommendations 
from you as to what manner in which the law could be changed which 
would bring about, we will say, a more competitive situation—if you 
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peo think that is desirable, and probably we think it is more 
esirable, that is what we are interested in. 

Mr. Freas. I mentioned that, Mr. Chairman, because it was an 
issue that had been raised by the carriers and we thought we should 
not ignore it. My purpose specifically, though, in mentioning it 
was to point out that there was nothing in the law now to prevent it 
so long as the rate adjustment does not create undue discrimination 
or preference and prejudice, that the carriers were free to initiate 
those proposals, and our specific recommendation in this regard is 
that there is nothing for the Congress to do. It is entirely within 
the hands of the carriers. 

Senator Smaruers. All right. That is just the right answer. Let 
me ask you this question, which as I listen to you keeps coming back 
tome. You say, as I gather it, that the law as it presently stands is 
sufficient to permit the railroads to become competitive and be com- 
petitive with other modes of transportation ? 

Mr. Freas. That’s right. 

Senator Smatuers. And that no change is necessary or desirable; 
is that your view ? 

Mr. Freas. That’s right. 

Senator Smatuers. Now, how do you account for the fact that, 
without exception, 27 railroad presidents and 5 economic professors, 
or 5 transportation professors who are supposed to be the tops in 
their field, say that the law should be changed? How do we resolve 
this? Don’t they understand the law? Would you say that? 

Mr. Freas. I tried to emphasize that there is apparently a very 
substantial misconception of what the Commission is doing under 
present law. 

Senator Smaruers. Do you think that these 27 railroad presidents 
don’t understand what you are doing? 

Mr. Freas. Not entirely, but in part, and I would just like to add 
this, that misconception has arisen largely by reason of the fact that 
many of the decisions that they have criticized have been decisions 
of some years back when the situation was different and regulation 
was different for that reason. I admitted that there are undoubtedly 
some isolated decisions among the myriads that we are called upon to 
render in which we have not fully accomplished our objectives or 
where, perhaps, we have fallen down in not making our reasoning as 
clear as we should. Many of the situations in which the carriers feel 
that they are restrained from publishing rates to which they are 
rightly entitled are the result not of an adverse holding by the Com- 
mission upon all the facts that are involved but upon their failure to 
present the costs in order that the Commission might properly analyze 
the situation. 

As I pointed out a few minutes ago the carriers are making a lot 
of progress in that regard and I think that the approach that is taken 
now is quite proper, that some years ago it was rare that we got cost 
figures in a railroad case. As we get more cost figures and as the 
carriers appreciate what our objectives are at the present time I think 
a lot of these instances in which they feel that they are unfairly 
treated will disappear. 

Senator Smaruers. What are your objectives at this particular 
time, that is just the point. Maybe they don’t understand them. 
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That is what we would like to do. I am not trying to argue with 
you, I am just trying to develop the thought. at are your ob- 
Jectives ? 

Mr. Freas. The objectives now are, as I said, to create a stable and 
dependable transportation system for the country—or to foster, rather 
than create—at the lowest rates that are economically justified and a 
rates that will enable the different forms of transportaion to exercise 
their own advantages. 

Senator Smatuers. All right, I would just like to question you 
on that point for a minute. Do you mean by that—when you say 
you let the different modes of transportation exercise their own ad- 
vantages or their inherent advantages—does that mean that it is 
your viewpoint that the Commission should give some protection to 
one type of transportation as distinguished from another, so that the 
type of transportation which might be hurt by a recommended rate 
change could continue to operate? 

Mr. Freas. No; I mean by that that the low-cost form of transpor- 
tation should be considered the ratemaking form. It should establish 
rates the way it normally would in the absence of competition and 
then to the extent that the high-cost form 

Senator Smarners. Wait a minute there. I don’t quite follow 
you. You say the rate should be established as it would in the event 
there was no competition ? 

Mr. Freas. I mean by that that considerations of the value of the 
commodity, the value of the service, and what the traffic will stand 
should be taken into consideration. When we have a rate for the low- 
cost form which takes into consideration all those normal factors then 
we have a range in which the other form can compete and still not 
lose money. We encourage competition. We are for competition 
until it becomes destructive but we do think—— 

Senator Smatuers. All right, do you consider that it is destructive 
if one mode of transportation can carry an article at a low rate and 
still make a profit to itself if in so doing they drive out another mode 
of transportation? Destructive to whom, in other words? Destruc- 
ae e other mode of transportation or destructive to the general 

ublic ? 
Mr. Freas. You say if it can carry it and still make a profit ? 

Senator Smatuers. Right. 

Mr. Freas. If by that we mean something over out-of-pocket costs 
then I would say that it was destructive when rates were depressed 
below the full costs for the purpose of driving out the other form. 

Senator Smatuers. All right; now, suppose it was not depressed 
for the purpose of driving out other forms but it was just depressed 
in order to get the business, it would still represent a profit to that 
mode of transportation, the applicant. Then, would you see fit to 
allow that reduction in rate even though it was compensatory to them ? 

Mr. Freas. I am not sure that I have the picture clearly in mind. 

Senator Smarners. Maybe I don’t express it very well. What I 
am trying to get at is do you people believe that it is your job to 
protect these various forms of transportation when they happen to be 
competing with each other? 

Mr. Freas. We believe that it is our job to protect a low cost form 
of transportation against a destructive practice of the high cost form, 
but we do not 
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Senator Smatuers. Let us stop right there. Suppose that the 
high-cost form or the low-cost form, either one, let us say the low- 
cost form, is still making a profit. If railroad A, for example, can 
carry from point M to N a commodity and make a profit on it, and 
they can do it at much less than, we will say, truckers, for example, 
could carry that same commodity from point M to N, then do you 
take into consideration, or do you feel that you should take into con- 
sideration, the fact that if you allowed the railroad to lower its rate, 
the effect of it would be to drive the trucker out of business ? 

Mr. Freas. No. 

Senator Smatuers. And, thereby, you do not let them lower the 
rate? 

Mr. Freas. No. 

Senator Smaruers. In other words, you will let these rates go as 
low as they can go so long as you are satisfied that it is compensatory 
insofar as the applicant is concerned ? 

Mr. Freas. That is true in general, but it is almost impossible to 
make statements that do not have some exceptions to it or to—there 
is a great danger of oversimplifying it. I do not mean to say that 
if a load of high grade machinery or televisions or something like 
that were reduced by one form of transportation in order to get that 
business away from another form which has lower costs that the 
Commission should not in those instances take a look at it. 

Senator Smaruers. You say that there is a danger of oversimplify- 
ing it, and I want to tell you that you have got to simplify it pretty 
much if this particular Senator is going to understand it. And I am 
trying to find out from you people just, generally, what do you do? 
Every time we have an illustration, you say we do it, except we have 
got all kinds of exceptions. I am beginning to believe that the truth 
of the matter is, there are very few principles involved in this thing, 
and you just probably decide each case on the basis of the facts in 
each case and do not follow any particular theory, and I think that is 
what the railroad people are talking about that they do not like. 

Now, do you have any basic principle that you follow? 

Mr. Freas. Well, yes; we do. 

Senator Smatuers. All right; now, what is that basic principle as 
between competing modes of transportation ? 

Mr. Freas. Let me state it this way, that in the areas in which the 
one mode cannot operate except at a loss below out-of-pocket cost, it is 
our purpose, in the cases that are brought before us, to exclude that 
mode from the traffic entirely. 

Now, in the in-between areas where the rates do return either full 
cost or at least something about out-of-pocket costs, where by and 
large the costs fall within the same general range, there we think that 
the low-cost form should set the pattern on rates and the higher cost 
form should be permitted to meet those rates. 

Now, we do not think that the rates should be determined solely by 
cost, but largely by cost, that the other factors of the value of the 
traffic, value of the commodity and so forth, should be taken into con- 
sideration in determining that first rate of the low-cost carrier. In 
other words, if we went entirely on the basis of cost, we would come up 
with a rate that would be the same for a load of televisions as for a 
load of empty boxes. 
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Now, certainly in the absence of an intense competitive situation, 
and I cannot visualize any that would be that intense, the high-grade 
traffic of television should stand a higher rate. 

Senator Lauscue. May I ask here, do you have 3 principles, 1 
applicable to area 1; principle 2 applicable to area 2; and principle 3 
applicable to area 3? If you don’t have three, what is the general 
principle? 

Mr. Freas. Area 1, I take it you have in mind the area where the 
one form of transportation costs, both direct and indirect 

Senator Lauscug. I am using your chart. 

Mr. Freas. Area A then, we would have one principle applying to 
area A and also to area D. The only difference is that in the area D 
the one form of transportion on the chart has lower costs than the 
other and in area A it is reversed; so, the one principle of not letting 
carriers go below their out-of-pocket costs would apply in both those 
areas. Then, we have 

Senator Lauscue. Now, let us get thisclear. In areas A and D your 
pan is that any mode of carriage may charge a rate providing 
it produces an out-of-pocket cost and is not discriminatory against 
shippers ¢ 

Mr. Freas. Yes, I think that 

Senator Lauscue. Is that about it? 

Mr. Freas. Yes. 

Senator Lauscusr. Now, what is the principle in B and C? 

Mr. Freas. That in B where the trucks are the ratemaking carriers, 
that is because their full costs are lower than those of the rails, that 
rates should be initiated based on their standards, their costs and 
other considerations, and that the rail carriers that have higher costs 
should be permitted to meet those within reasonable restrictions and 
that in C we have exactly the —— 

Senator Lauscusr. Let us stop there. Can you not declare that as 
alaw? May Iputit differently? In area B then, a rail carrier is not 
allowed to bring his rate down so as to constitute a return on out-of- 
pocket costs. He is guided in the fixing of his rate by what impact it 
would have on the trucker. 

Mr. Freas. Toa large extent for this reason, that: 

Senator Lauscue. In area B the rails are limited in discretion in 
fixing their rate even though they want to bring it down to an out-of- 
pocket level, because if they do so they might destroy the trucking 
industry in that area ? 

Mr. Freas. No, not exactly for that reason. Let me illustrate the 
reason this way. IthinkI can. 

Assume that the one form of transportation, the high cost, has a 
fully distributed rate of a dollar and an out-of-pocket rate of 80 cents 
and the other low cost form of transportation 

Senator Scnorrret. Which in this case would be the truck? 

Mr. Freas. Yes. [Continuing:] Has a fully distributed rate of 80 
cents and an out-of-pocket rate of 60 cents. Now, if the rail line, with 
a fully distributed rate of a dollar, reduces that rate, we will say to 
85 cents in order to meet what it considers is necessary to give it some 
of the traffic, that rail line will make 5 cents above out-of-pocket costs 
but it will fall 15 cents short of meeting its fully distributed costs. 
But the truck carrier in that case, with its fully distributed costs of 
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80 cents and out-of-pocket cost of 60 cents could publish an 80 cent rate. 
5 cents lower even than the rails, and meet its full costs. 

Now, since, as we said before, the objective is in an overall effect to 
return full costs plus some profit in order that we may have an ade- 
quate transportation system, it seem to follow that the form of trans- 
portation that can get its full costs should not be deprived of that 
traffic in order that the other form of—the high cost form of transpor- 
tation—might get just a shade above its out-of-pocket costs and have 
to make up the balance of the full costs somewhere else. It is just 
impossible to generalize on rate situations in a way that does not leave 
some other matters to be taken into account as they are presented. 

Senator Lauscue. What would be your ruling in this illustration 
which you just gave? That is, would you prohibit the rails from 
reducing its rate down to 85 cents, which would produce 5 cents profit 
on an out-of-pocket cost but 15 cents loss on a fully distributed cost, 
because if that were done, it would compel the trucker to take only a 

rofit of 5 cents on his 80 cents fully distributed cost? What would 

e your ruling ? 

Mr. Freas. If that case came before the Commission in a suspen- 
sion proceeding—and I doubt that that one would—I think the 
differences would have to be more extreme, but if it did, I think it 
would, in the absence of any other considerations, have to be held 
that the rails were not justified in depressing that rate and taking 
the traffic away under circumstances where they profited very little, 
and the other form of transportation would lose the traffic entirely 
by reason, not of any consideration of the effect upon the carriers, 
but by reason of the consideration of the effect upon the public and 
the country as a whole in maintaining an adequate transportation 
system. 

" amidee Smatuers. I other words, you do consider the protection 
of the other mode of transportation and then you relate that fact to 
the further point that you say we need it in the interest of the general 

ublic? 

. Mr. Freas. We do consider it in instances of that nature, but we 
do not consider it in instances where the rate of the low-cost carrier 
is to be met. 

Senator Smaruers. I recall, it is just in order to get the general 
idea, let me relate it to a specific instance. As I recall, the repre- 
sentative of one of the southern railroads testified that they made 
an application to carry some sulfur, I think it was somewhere in 
Louisiana to somewhere in North Carolina—it may not have been 
just that—but they wanted to carry it, and they applied to you 
people for the lowering of rates, but you would not permit it. 
Apparently, it was on the ground that to do so—just what you are 
saying here—would have taken that business away from the com- 

eting truckline and, thereby, in your view the general public would 
bias suffered by reason of trucking not having that business. 


Now, is that sort of a typical case with you people? 

Mr. Freas. I do not have that specific case in mind, but I would 
say that most probably the reason why it was not allowed was because 
of the fact that in most cases, and I take it that product was not an 
exception, we do not have either the costs of the rail lines or of the 
competing carrier in the record, and under the statute, if the rate 
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is protested and suspended, the burden is upon the proponent to 
give us that information. 

Most of these cases that are being mentioned as illustrating the 

oints we are talking about are not cases that are decided on the 

asis of what I have just said but are cases where the carriers will 
not or have not given us information and again I say largely because 
they themselves have not had it available up to now. Under the 
act, what we find is not that the rate is unlawful, but that it 
has not been justified. 

Senator Smatuers. In answer to Senator Lausche’s question, his 
last question, you indicated that you would not permit the rate to 
go below a certain figure because it would be injurious to the com- 
peting mode of transportation. That was the essence of what I 
mn you said. That means, does it not, that you people then 

elieve in competition up to the point where competition might 
endanger another mode of competition ? 

Mr. Freas. Well, I do not believe that I said that we did not let 
them go down because it would injure a competing mode. It would 
not let them go down in the instances that I have mentioned because 
of the adverse effect it would have upon our transportation system 
and the rule applies 

Senator Smaruers. Let us just stop right there. You say, if I re- 
peat you, you will not let it go down because the adverse effect it would 
have upon the other or competing mode of transportation? Isn’t that 
what you said? Let us not go into the reasons why. Let us just stop 
right there for a second. I think this is the point I am trying to get 
clear and I never have had clear. Isn’t that what you said, that you 
would not let it go down because of the adverse effect it would have 
on the competing mode of transportation ? 

Mr. Freas. Which, in turn, reflected upon the public generally. 

Senator Smaruers. That is right. 

All right; now, the fact of the matter is that—we are going to leave 
the public out of it for a minute—you then do not let these rates go 
down whenever it has an adverse effect upon some other mode of trans- 
portation. Now, I do not care what the reasons are, but as a matter of 
fact that is what happens, you will not let them go down because it ad- 
versely affects some other mode of transportation. 

Mr. Freas. Remember, Mr. Chairman, that the instance we were 
talking about was where the rail was the high-cost carrier, its costs 
were a dollar against a truck’s full costs of 80 cents, and the comments 
that I made were confined solely to that case that we were then talking 
about, of the high-cost carrier trying to undercut the low-cost carrier. 

Senator Lauscue. Well, you would never have a low-cost carrier 
trying to undercut the high-cost carrier to get the business ? 

Mr. Freas. Well, I wouldn’t say that we never had. There are a 
number of cases, Senator, where business doesn’t move in a block, 
where the low cost carrier might have a substantial share of the busi- 
ness, but it was not satisfied with that and it would make a further 
cut in order to get more or all. 

Senator Smaruers. The question that I wondered about and I 
would like to hear your comments on is, Do you think that the general 
public is being served where a practice is followed by the Interstate 
Commerce Commission in not permitting costs to go or not permitting 
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rates to go down to a certain level, because in so doing an adverse re- 
sult occurs to the competing mode of transportation. In effect, what 
is happening is that we are keeping alive what amounts to a really non- 
competitive, uneconomic mode of transportation which, if there were 
no regulations, could not make its own way, but which is being sup- 
ported, we might say, by a stated level of prices which, of course, 
represents a profit to it and a big profit to the other mode of trans- 
portation. 

Now, my question is, Is it desirabie for the general public for the 
Commission to keep alive a mode of transportation which would not 
be able to stay alive in the ordinary field of real competitive trade 
practices in the transportation area ? 

Mr. Freas. No; I do not think so, and I do not think what I have 
been advocating brings about that result. I think it is in the public 
interest that the low-cost form of transportation as a result of ruth- 
less competitive practices be not deprived of the business necessary 
to keep it alive. But I am talking now about that protection to the 
low-cost form. It is certainly to the country’s advantage to have 
our commerce channeled as near as it may be to that form of trans- 
portation that is best able to handle it from a cost standpoint, service 
considered, and that is all we are trying to do. We are not in any 
way holding an umbrella over another carrier for the sake of letting 
that carrier get a certain amount of the business. 

Senator Smatuers. Allright. Senator Purtell ? 

Senator Purreiz. I wondered if we are not to lose sight of what 
the act itself calls for if we are limiting our discussion right now to 
the question of costs or charges made without any consideration to 
costs. 

Are you not charged with the law in seeing that the policy enunci- 
ated in this act is carried out ? 

It is hereby declared to be the national transportation policy of the Congress 
to provide fer fair and impartial regulation of all modes of transportation 
subject to the provisions of this act, so administered as to recognize and pre- 
serve the inherent advantages of each; to promote safe, adequate, economical, 
and efficient service and foster sound economic conditions in transportation and 
among the several carriers; to encourage the establishment and maintenance of 
reasonable charges for transportation services, without unjust discriminations, 
undue preferences or advantages, or unfair or destructive competitive practices ; 
to cooperate with the several States and the duly authorized officials thereof: 
and to encourage fair wages and equitable working conditions—all to the end 
of developing, coordinating, and reserving a national transportation system 
by water, highway, and rail, as well as other means, adequate to meet the 
needs of the commerce of the United States, of the postal service, and of the 
nationa! defense. 

So that there are many factors that you must consider ? 

Mr. Freas. That is right. 

Senator Purret.. In the determination of the particular case pend- 
ing before you and if it were to be limited entirely to the question of 
costs,,whatever they may be, and there is a great difference, of course, 
as to what constitutes cost as we all agree, or charges, we might well 
end up, not in fact, discharging the duty that we are obligated to 
discharge under the terms of the bill. Isthat correct ? 

Mr. Freas. That is right. 

Senator Purteitn. Thank you. 

Mr. Freas. And it is those objectives that we try to meet. 
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Mr. Arpata. May I say a word? 
Senator Smatuers. Certainly. 

Mr. Arpata. The chart to whiol the Chairman has referred repre- 
sents a floor on rates, basically. Historically, in transportation one 
of the paramount evils which has affected transportation—going back 
to the earliest days when the railroads had exclusive domination of 
transportation, even before regulation—one of the greatest evils was 
violent and debilitating rate wars. 

Now, obviously, when you come to certain kinds of traffic such as 
drugs, cosmetics, liquors, cigarettes, high-grade commodities of any 
kind, if every one of those commodities went down to that floor—out- 
of-pocket costs—there would be no profit left for transportation. At 
some point, therefore, you have to prevent a rate war because one 
reduction would follow another, and then another reduction, and 
soon, until the bottom was reached. Whether this happened within 
the same mode or between modes of transportation, the principle and 
result are the same. The chief objective of the Commission is to 
prevent wars which will dissipate the revenues of the carriers and 
weaken them so that they cannot perform an efficient official trans- 
portation service. 

Obviously, when you get into the range of highly rated commod- 
ities you have to find a point at which you will check what is the 
beginning of a rate war. If there is nobody there to referee that 
issue—and there is a certain element of paternalism, naturally, be- 
cause carriers are being protected against their own folly or greed—if 
there is nobody to referee the point at which a war is going to be 
checked, then you would have weak, inefficient carriers unable to 
modernize, improve, innovate, and give the necessary quality of 
service which is good for the Nation. This, in simple terms, is what 
the transportation policy requires. 

Senator Lauscur. May I stop you at this moment. As far as I 
understand I am listening to this testimony for the last 2 months for 
the purpose of devising ways and means of lifting a destroyed mode 
of public transportation out of its practically fiscal bankruptcy. Now, 
my query is how has it come about under this regulatory mode that 
my assignment now is to provide ways and means of saving one of 
the four modes of transportation? It is urged that we subsidize; 
it is urged that we set up a pool of $2 billion to buy equipment so that 
they will be able to install it. How has it come about under these 
regulations ? 

Mr. Arpata. Well, the trouble is the real issues have been obscured 
and the chief causes of trouble have been hopelessly oversimplified. 

I have some figures, or had some figures, showing that railroads 
today enjoy a greater quantum of freight business than they did, let 
us say, in 1930, when there was no substantial truck competition or 
water competition. For that matter that has been accomplished with 
fewer employees, with less railroad plant, but with some higher costs 
for labor, material, and supplies. 

Now, the total revenues, that is, the revenues of the railroads, are 
being eroded because of passenger deficits, operations that are draining 
off their revenues, then naturally there is a clearly identifiable cause 
of the financial plight of certain railroads. 
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When we are talking about these rates and rate wars, we are treating 
freight revenues alone and not these other items which eat up the 
profits from freight revenues of railroads. 

Now, there are other things. 

Senator Lauscue. Let us gothrough them. On excise tax, I under- 
stand the Commission recommends that we eliminate it. 

Mr. Freas. In fact urges that you do. 

Senator Lauscue. When we that we will help all modes of trans- 
portation. The illegal carrying of cargoes under “buy and sell”— 
you feel that there is an evil there and that that should be remedied 
and that will help all modes of transportation ? 

Mr. Freas. That is right. 

Senator Lauscnue. Featherbedding. You recommend that we do 
something about that. I just learned from what has been read by 
Senator Purtell that you do have some control in that matter, or did 
it say that you are to stimulate fair compensation? But, anyhow, 
featherbedding—you feel that we should do something about that ? 

Mr. Arpara. I just wanted to say that we have under specific pro- 
visions of the act the duty to protect labor in a consolidation acquisition 
or merger. 

Senator Lauscne. But not beyond that ? 

Mr. Arpata. Not beyond that. 

Senator Lauscne. Am I correct that you recommend highly that 
we dosomething to stop featherbedding ? 

Mr. Freas. Yes; to the extent that it exists, and I pointed out the 
conflict in the record as to the extent to which it does exist. 

Senator Lauscue. Do you have any question about its existence ? 


Mr. Freas. Oh, I think it unquestionably exists, but the degree to 
which it exists I do not know. 
Senator Lauscue. Let us be frank and factual in the statement of 
what we think. I do not think there is an a about it. 
y 


Now, on the matter of handicaps—and andicaps we mean sub- 
sidies. You favor a study of that, at least, or if there are subsidies 
an equalization of them ? 

Mr. Freas. That is right. 

Senator Lauscue. Now, passenger operations, and I think that 
that is a very serious problem. You recommend that we pass laws 
that will in some way facilitate the abandonment of passenger service 
when it is deemed proper ? 

Mr. Freas. Right. 

Senator Lauscue. Mail operations. There I think you recom- 
mended some per diem charge that we ought to make for delayed 
return of equipment. 

Mr. Freas. Well, we said there that we saw no need for any actual 
legislation excepting that to the extent that there was a penalty pro- 
vision against one form it should be equalized. 

Senator Lauscue. You are against the diversification of transpor- 
tational services by railroads permitting them to engage in trucking, 
barge-line, and air-carrier service. 

Mr. Freas. We stated there that it is the view of the Commission 
that the congressional policy on that seemed clear, and that if that 
was to be changed it should be changed by Congress. 

Senator Lauscue. Well, do you have a position on it? 
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Mr. Freas. No; I stated there that the Commission at this time 
was not in a position—— 

Senator Smaruers. Your position is to leave it up to us? 

Senator Lauscue. The depreciation accounting—you feel we should 
do something about that ? 

Mr. Freas. Yes, sir. 

Senator Lauscure. What about the equipment problem for the 
railroads ? 

Mr. Freas. There we advocated some loan-type plan. 

Senator Lauscue. Does that not prove that under what has been 
done that we have not maintained the four modes of transportation 
the way we should, and still you are against the “three shall nots”? 

Mr. Pyace I think so; and to that extent we are advocating those 
changes that you have enumerated. 

Senator Lauscue. All right. 

Mr. Freas. If I may add this, Senator. You said let’s be frank. 

Senator Lauscue. Let’s forget about that statement. 

Mr. Freas. About my statement respecting the existence or the 
extent of the existence of featherbedding. 

I pointed out in my testimony several instances which clearly point 
to featherbedding, and to some extensive featherbedding. I also 
mentioned that we were frankly puzzled by testimony that we re- 
ceived in one of our important hearings, and it is to this effect: The 
question was asked involving featherbedding, and a vice president, 
I believe he was a vice president then, now a president of one of the 
large eastern railroads, said, and this is from the transcript: 

The so-called featherbedding of railroad wages has been greatly exaggerated 
by railroad executives. There is very little so-called featherbedding. 

A further statement much to that effect was made at the same 
hearing. 

Now, that is why we do not feel that without an actual study we 
should take a position that it is extensive or that it is not extensive 
when we have testimony of that kind. But we do think that the facts 
should be determined and whatever action is called for taken. 

Senator Smaruers. What is the Commission’s view with respect to 
consolidations and mergers ? 

Mr. F reas. We favor consolidations and mergers in any instance 
where it is not shown that the public is adversely affected thereby, 
and I think those are very few. 

Senator Smatruers. Do you think there needs to be any change in 
the law in order to permit an easier consolidation or merger of rail- 
road companies ? 

Mr. Freas. The Commission in the testimony that I have given and 
which it approved, did not see any reason for suggesting any. I was 
quite impressed with a point in the statement that Commissioner 
Arpaia made on Friday pointing out that there is probably, as I 
followed it, now a restraint against mergers in this way—that when 
a carrier has to announce to the world that it is trying to acquire 
control of another line that that stock immediately goes up artificially. 

Senator Smatuers. And under the present rules it has to do that. 

Mr. Freas. I think so; yes. 

Senator Smaruers. So, if you were then in favor of consolidation 
and merger we ought to change that procedure, certainly. 
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Mr. Freas. I think that at least I should like to, for my own satis- 
faction, explore the thing further to determine whether or not it 
would not be practicable to provide for some kind of trusting of that 
stock so that the carrier would not actually acquire control, contrary 
to the statutory control provisions, while it was buying it. 

Senator Scnorrret. Mr. Chairman, I do not want to pat you in a 
position where I know that you probably have not had the oppor- 
tunity to confer fully with the other members of your Commission. 
What do you say about the repeal of section 5? 

Mr. Freas. I take it now my answer will be considered as a per- 
sonal one? 

Senator ScHorrren. Yes, because I am thinking now from our spot 
here where a suggestion was made that it would be helpful to repeal 
that. Frankly, we are going to wrestle with this question and come 
up with a certain finding from the subcommittee to the full committee, 
and then from the full committee, if it is successful, passed on to the 
Congress. That is the Senate side of the Congress, and we may well 
and seriously consider that; so far as I am concerned, I will. 

Mr. Freas. I personally would not be ready to recommend repeal, 
and I do not believe that repeal would be the full answer, although I 
am in accord with the general objectives that Commissioner Arpaia 
brought out the other day. But, as I understand it, there would still 
have to be some kind of control over mergers, the difference being 
that if the section 5 were repealed that the Commission would only, 
under Commissioner Arpaia’s proposal, get into it in cases of protest 
or complaint. It seems to me that would put us into just about every- 
one anyhow. 

Senator Scnorrret. Going one step further now and as far as I am 
concerned as a member of this committee, I am wondering if as it 
has been advocated that you need additional legislation of some sort 
on mergers. I had thought that mergers must be first initiated by 
the railroads themselves, and I am starting from that point, and that 
they had been reluctant to come in. Certainly we did not get too 
much information on this from Mr. McCloy, a gentleman I thought 
= give ussome information. Maybe the time element was involved 
there. 

Be that as it may, do you think that we should consider legislation 
establishing some congressional yardsticks or guideposts wherein we 
could have a semiforced merger, I would personally look with con- 
siderable reluctance upon that approach, but might we not find our- 
selves almost compelled to come to that point if this continuing situa- 
tion worsens ? 

Mr. Freas. I think that might well happen, but I believe that there 
certainly must be an explanation as to why there have not been more 
mergers and I think if the carriers will come forward with the precise 
reasons that deter them maybe that will suggest minor changes that 
can be made that will encourage them. 

Senator Scuorprret. If, in the wisdom of this committee and in the 
interest of being helpful on the long-range program, and I think this 
is one of the long-range phases we must consider, do you feel that 
establishment of some kind of a competent commission to study several 
of these phases that that should be one of the important phases that 
should be given consideration ? 
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Mr. Freas. Yes; I do. 

Mr. Arpata. May I say that section 5 consists of about 11 subsec- 
tions. ; 

Senator Scuorrre.. I understand there are a series. 

Mr. Arapata. When I say repeal certain sections of section 5 you 
can be sure that if the whole section 5 were repealed, that there would 
be tremendous opposition to that because section 5 (11) grants im- 
munity from antitrust laws and State laws and things of that nature— 
I feel sure that carriers would want to keep that protection. 

Senator Scnorrren. Obviously that should not be. 

Mr. Arpara. Yes. And then, of course, part of section 5 (2) which 
controls the acquisition of a motor carrier by a railroad you can be 
sure that that would be a problem which would go to the basic philos- 
ophy of should there be diversification or not, that is, whether to 
relax it. But I say there are certain sections of section 5 where, at 
the very minimum the emphasis should be shifted if they are not totally 
repealed. 

Senator Purretit. Mr. Chairman, the Senator from Kansas has 
touched upon a point that we have certainly got to continue to give 
a great deal of thought to and which we have been giving a great deal 
of thought to. But is it not the fact that you, within your province 
can only act upon these matters, you cannot suggest them, you cannot 
ask even their consideration, the only time the Commission acts is 
when a proposal is made for merger or consolidation 

The Commission itself might well find from its understanding of the 
transportation problems of the railroads that a merger would be ad- 
visable in the public interest and in the interest of maybe the stock- 
holders of both companies or as many as might be merged, but the 
fact of the matter is, is it not, that you cannot even, within the law, 
propose such a thing to the railroads? Isthat correct? You act only 
when you are called upon, when a proposal is made by the railroads 
and brought to you ¢ 

Mr. Freas. We act only in that instance. I am not at the moment 
sure that we would be violating the law if we made a suggestion. 

Senator Purre.n. Certainly it has not been the practice ? 

Mr. Freas. That is right. 

Senator Purrent,t., Do you know of any instance where it was sug- 
gested that a merger or consolidation be made in the interest of 
saving ¢ 

Mr. Freas. No, sir. 

Senator Purretn. It may be that we should aim toward legislation 
in that field although it is going to be an extremely difficult thing, I 
never want to see the time come when the Government tells people that 
they have got to merge. It might be that we might point out the need 
for it and perhaps with more information do a better selling job. 

Senator Smarners. Do you believe that some of the inertia for the 
consolidation results from the fact that the railway brotherhoods are 
fearful that there will be a loss of jobs? Do you think in addition to 
that there is probably the feeling that some of the railroad officials of 
one or the other lines would also lose their prerequisites and jobs, too? 

Mr. Freas. There might be. 

Senator Smaruers. There is a reluctance about people bringing 
about a consolidation because there is only 1 big job instead of 2. 
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Mr. Freas. I think that would probably follow. 

Senator Smatuers. Would that not seem like a rather logical reason 
to you? 

r. Arpata. That is the human equation involved. 

Senator Smatuers. That is right. That isthe human reason. 

All right, do we have any other questions ? 

Mr. Freas, do you have anything more? 

Mr. Freas. I have a few very brief comments and I am practically 
through. 

Turning to the subject of burdensome, expensive and generally un- 
ustifiable legislation, I shall not undertake to discuss the separate 
egislation that has been referred to— 

nator Smatuers. Let me interrupt you just a minute. 

Over at the Commission do you have any information with respect 
to each one of these companies as to how much of their expenditure 
goes for what we might call officialdom and how much goes for the 
actual labor and how much goes—is it broken down into that 
relationship ¢ 

Mr. Freas. Yes. 

Senator Smatuers. Do you have same figures as to what percentage 
of the cost of the operation of the railroads goes, we will say, for vice 
presidents and public relations officers and presidents and all that sort 
of thing, the officialdom ? 

Mr. Freas. I would like to ask Mr. Emken, the director of our 
bureau of accounts, whether or not that has been compiled. 

Mr. Emxen. The answer is that the Commission has reports of em- 
ployees and their compensation which show the number of officials, 
their annual salaries and so forth by classes. 

Senator Smaruers. Did you say you do have that? 

Mr. Emxen. Yes, sir. 

Senator Smaruers. I wonder if possibly not as a part of the record 
but in connection with our studies that we might get that infor- 
mation, not on every railroad, but just on some typical railroads in 
the various areas of the country. I think it would be helpful to us. 

Mr. Emxen. Will a report for the latest period be satisfactory ? 

Senator Smarners. Yes; I think the latest period is what we would 
be interested in. 

Mr. Emxen. We can give you a summary for all railroads, too. 

Senator Smaruers. I think that would be helpful. 

Senator Purrert. Would that be expressed in percentages of total 
cost and total personnel, Mr. Chairman? 

Senator Smatruers. I would hope it would be. Would it come in 
that form? We are not interested in the names, we are interested 
in the numbers and the percentages. 

Mr. Emxen. We can work the percentages, the statements show 
the total for all employees and we can separate out for the differ- 
ent types of jobs, executive officers, and so forth. 

Senator Purrert. We would like to have it, Mr. Chairman, re- 
late to, for instance, the total cost of operations to find the percent- 
age that this represents in the total cost. Having the figures will 
help us in no way as to the total amount paid to officers unless we 
have some measuring instrument available which would be No. 1, the 
total cost of all other employees, No. 2, the total cost of operations 
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to the railroads and maybe that could be broken down into operating 
costs and so forth, 

Mr. Emxen. We can get that for you. 

Senator Smarners. And then the relationship of one railroad to 
another. In other words, how much the executive salary—— 

Senator Purretn. Gross revenue would be another important point 
to have. 

Mr. Emxen. Mr. Chairman, I didn’t get your question about the 
relationship of one railroad to another. 

Senator Smarners. I think actually we can relate that ourselves. 
If you will just give us the percentages, that is, the percentage as it 
relates to gross revenues and so on of the various official brackets, 
labor bracket, and so on. 

All right, thank you very much. 

Now, Mr. Chairman, you go ahead. 

Mr. Freas. I merely wanted to say that we agree with the car- 
riers that they should not be subjected to legislation which is un- 
justifiably burdensome and expensive. I appreciate, however, that 
the real question arises as to which falls in which category. But in 
keeping with our theory that they should not be subjected to bur- 
densome legislation I would like to point out that section 4 of the 
act, relieving the carriers from the provisions of the long-short-haul 
clause in case of circuitous routing was enacted at the suggestion 
of the Commission, and we have been informed in numerous instances 
of the substantial help which that has accorded. 

I have a letter from the chairman of one of the rail associations 
in which he says, “Incidentally, the enactment of S. 937 has already 
been of immeasurable help.” 

And later on, “Nothing has ever contributed so much to accelerated 
rate procedure.” 

Another case where we have taken action tending to relieve the 
carriers of what we thought were unduly restrictive provisions was 
in connection with the Safety Appliance Act. We recommended 
there that it be amended so as to authorize the Commission to exempt 
four-wheel tractor motorcars and four-wheel push cars from any of 
the requirements of that act. The Supreme Court held that the act 
did cover them and we did not think that it was either so intended 
or that it was necessary. 

Another case, we have recently opposed proposals to amend section 
15 (3) of the act which would require prior Commission approval of 
certain rate adjustments, and likewise we opposed the enactment of 
H. R. 897 or similar legislation which would authorize the Commis- 
sion to require the installation of certain railroad communication 
systems. 

That brings me to the last question that has been raised and that 
is suggestions for self-help or rather in your language, Mr. Chairman, 
matters in which the railroads may help themselves at present with- 
out further action of the Congress or the ICC. 

We point out there that the Commission traditionally has stated 
that it does not regard itself as a manager of the railroads or of the car- 
riers that it regulates. Nevertheless, having in mind that we are not the 
managers we make some suggestions here. The first group falls in 
the field of public relations and we mention a number of instances that 
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have occurred to us in which we think that the carrier relations could 
be substantially improved, and that in turn would be reflected on 
their balance sheet. 

Those sitvations arise both within the passenger and the freight 
field. It may be that they are more noticeable in the passenger field 
but they inevitably will reflect in the freight field as well. We sug- 
gest that the carriers might well take a look at the meal service which 
the airlines provide and that that might suggest a way of reducing the 
substantial dining car deficits. 

With respect to less-than-carload traffic, the carriers are now en- 
gaged in handling less-than-carload traffic on their own account. 
They own the Railway Express Agency, some of them are interested 
in freight forwarders and, of course, they do have some interest in 
the transportation of parcel post. 

The first two forms of transportation are generally unprofitable, 
and we believe that here there is some wnnecessary and expensive 
duplication that calls for consideration by the carriers without any 
legislation or change in regulatory practices. 

We also mention the need for greater coordination of transport 
operations. This includes coordination among carriers of the same 
mode as well as coordination between carriers of different modes. 

Senator Smaruers. When you say “coordination,” you mean mak- 
ing arrangements between the railroads and the truckers, for example, 
like piggy-back operations? 

Mr. Freas. Piggy-back and fishy-back, the joint use of facilities, 
the pooling of traffic and I appreciate there are some statutory re- 
strictions with respect to pooling—the merger of certain properties. 

Senator Smaruers. Are there any statutory things that we should 
eliminate in order to bring about more coordination, because I think 
that is something that all of us agree should be done? 

Mr. Freas. I know of none. 

Senator Smaruers. You know of none? 

Mr. Freas. And generally to improve services and eliminate waste. 
In our last three reports in general rate increase cases we admonished 
management to look in part to improved efficiencies for the 
improvement of their net revenues. Now, there are two ways in 
which this can be done. The one is through technological and 
mechanical improvements such as electronic accounting, communica- 
tions, microwave, uses of improved equipment, general mechanizing 
track maintenance equipment, mobilized freight handling, automatic 
signal, centralized traffic control. 

The second method of producing efficiencies and economy is through 
the elimination of waste and that takes many forms—elimination of 
duplicating facilities, multiple yards and terminals, these expensive 
interchange operations and excessive loss and damage claims. These 
are matters which, together with standardizing equipment and some of 
the other things that I referred to, we think have not been fully 
explored. 

There are many instances of paralleling track or other duplicate 
facilities that are not needed in the public interest and we suggest that 
the carriers look into those things much more substantially. 

Senator Smatuers. Let me ask you a question right there. If in 
making these recommendations, the carrier says, “Well, that is fine, 
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good, but we are still going to run these various terminals and we 
are going to have duplicating facilities, turn around basis and things 
like that,” and they continue to not show a great profit, but the fact 
that the Commission continues to let them get a going rate and figures 
into the cost of their operation and these unnecessary duplicating 
items are included in their rate base, then in effect do we not have a 
self-defeating operation in that you give them rates which cover these 
duplicating operations and this waste that you are talking about. 
Yet they still get it because they can show that it is a part of their 
operation and so, in effect, you have got no authority to make them 
get rid of the duplication. How do we eliminate that; how do we get 
them to move? 

Mr. Freas. Well, the most direct way of eliminating it, of course, 
would be by statutory provisions requiring them to do it. I would 
express the same reluctance that several of you gentlemen have ex- 
pressed a little while ago about forcing mergers. So, it seems to 
me that we do point these things out. We urge the carriers to do 
what they can, but if they do not do anything about it, then I think 
that in accord with the admonition we made in several general rate 
increase proceedings which have been referred to, that they must look 
to improved practices for the improvement in their net revenues as 
about the only thing that is left. 

Mr. Arpata. If this Commission wanted to be actually tough in the 
administration of this act, which says that rates must be based on 
honest, efficient, and economical management, it could say to the rail- 
roads, “you are not entitled to an increase because you have not 
achieved economical and efficient management.” However, rates 
increases are not requested for one railroad. When they come in for 
an increase, you have the weak and you have the strong, so that, in 
effect, what you do is try to lift up the weak. Some of the weak may 
be trying to improve the efficiency and need more revenue for that 
purpose and some of the strong may be wasteful but they are still 
strong, because of geographical advantages and cther beneficial factors 
of their own making. Nevertheless, the act, as it now stands, offers 
a shelter for inefficiencies and mismanagement. If we were going 
to say “no,” to a general increase, or deny it to the underserving, then 
we would aggravate the problem of market relationship and inequali- 
ties to shippers. If we absolutely refused an increase to a particular 
railroad until it produced efficiencies there would probably be a revolt 
not only by railroads but by shippers. 

Senator Smaruers. All right. 

Mr. Freas. We make some further suggestions in the field of rate- 
making. I think we have fairly well referred to those. We point 
out particularly the need for simplication of tariffs, and in doing so 
we appreciate that the carriers have made a sincere effort and have 
made a lot of progress, but we think a lot needs to be done—through 
the greater establishment of joint rates and matters of that nature. 

The final suggestion has to do with equipment and maintenance. 
The carriers have traditionally followed a practice of accelerating or 
diminishing orders for equipment with the rise and fall in business. 

Now, considering the necessary interval between the time the order 
is placed and the time of delivery, substantial increases in business 
occur before the equipment is there and a shortage results. By reason 
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of these peaks and valleys in orders placed with manufacturers, un- 
doubtedly the cost of cars also exceeds what it would be if orders 
could be placed more uniformly. 

To like effect, we believe also that costs could be reduced with no 
attending disadvantage by a somewhat greater standardization of 
car design. There is a somewhat similar situation in the maintenance 
and improvement work. When business is poor, these things are 
held to an absolute minimum. When it improves, they are stepped 
up, but again because of the necessary time interval, the work is not 
done when the demand arises. In one instance it is recalled, by way 
of example, where a railroad incident with a steel strike laid off a 
large number of track-maintenance men. Certainly, it will not be 
disputed that track work can be done much more economically when 
there are only a few trains running than when the work is interferred 
with by heavy movement. The fact is that the work was slowed up 
on the ground that the money was not available. 

Those suggestions in the field of self-help are not intended to be 
exhaustive but are intended to suggest waste in which it seems to us 
the carriers can do much for themselves. 

I think all in all we don’t want to—we think there is real danger 
in oversimplifying a very complex situation, that the plight of the 
railroads calls for constructive effort on the part of all concerned. 
Congress must provide equitable laws and the Commission must 
administer them impartially. State commissions must recognize their 
obligations to the Nation as well as to their own communities. Labor 
must perform 8 hours’ work for 8 hours’ pay. Management must 
attract new traffic through new ideas and better and more economical 
service, and must sell the American people on their one and only 
product—transportation. 

Senator Smaruers. All right, sir; any questions? 

Senator Purrerz. Except an observation. I find myself, because 
of the questions we asked and the testimony which we have been listen- 
ing to which are all very valuable, that it is difficult at times to keep 
this problem in proper perspective. 

Now, the fact of the matter, is it not, Mr. Freas, that all railroads 
are not in bad shape and that we have two problems: We have a short- 
range problem and a long-range problem. Railroads find themselves 
right now in rather desperate shape, but a great number of railroads 
are faced only with this long-range problem. 

Presently, they appear to be in pretty good financial shape, so that 
I would like to think that we are not making this a Black Tuesday and 
painting it that the railroad industry itself is about to go out of busi- 
ness unless something is done and done quickly. I believe we have 
got to do something quickly, but I think we have got to address 
ourselves, first, to the short-range problems that will affect those 
railroads that are in very bad shape and offer some help to others, 
then the long-range program that we must address ourselves to is 
one that will probably affect more railroads, and should, than those 
eo? affected by bad economic conditions and serious financial 
need. 

Mr. Freas. I agree with you. 
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Senator Smaruers. All right, sir; are there any other questions? 

Thank you, very much, Mr. Chairman. You have been very helpful 
to us. 

Thank you, Commissioner Arpaia and Commissioner Minor, for 
sitting in, and we have been delighted to have all of you. 

Senator Purretu. I want to compliment the Chairman for the testi- 
mony he has given and for the great help it will be to us in our 
deliberations. 

Mr. Freas. Thank you. 

Senator Smaruers. Thank you, Mr. Chairman. 

This concludes the portion of the Chairman of the Interstate Com- 
merce Commission’s presentation on Tuesday morning, April 1, 1958. 


INTERSTATE COMMERCE COMMISSION, 
Washington, D. C., April 25, 1958. 
Hon. Georce A. SMATHERS, 
Chairman, Surface Transportation Subcommittee, 
Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 


DEAR SENATOR SMATHERS: We have received a copy of the railroad answer 
to Interstate Commerce Commission on competitive rate rule, submitted to 
you by Mr. Daniel P. Loomis, president of the Association of American Rail- 
roads, on April 10, 1958. 

While we are satisfied that the Commission testimony submitted to the sub- 
committee on March 28 and April 1, 1958, adequately considers and discusses 
the railroad contentions in general, we regard Mr. Loomis’ transmittal of April 
10, 1958, as being misleading in certain details. This letter is sent you to keep 
the record straight. 

To bolster the railroads’ argument that the Commission attempts to apportion 
traffic between competing carriers, the answer of April 10 quotes a single sen- 
tence from each of three recent Commission decisions. These excerpts, accord- 
ing to the railroad answer, amount to a Commission test of the lawfulness 
of railroad rates, to which the railroads object. This is not the case. The true 
basis of and reasons for the Commission’s decision in each of these cases may 
be readily ascertained from the reports, copies of which are attached to this 
letter. 

In all three cited cases, the competition sought to be met was mainly that of 
private or exempt motor carriage. Further, in all three cases, the proposed 
reduction in rail rates was approved by the Commission. In one of the cited 
eases, I. & S. Docket No. 6682, the protestant carrier was a water carrier. The 
effect of competitive ratemaking as between rail and water carriers has been 
given special treatment by the Congress. (See sec. 4 (2) of the Interstate Com- 
merce Act.) The excerpt quoted from I. & 8. Docket No. 6813 was a comment 
on the probable inability of the proposed reduction to capture traffic then car- 
ried by motor carriers exempt under section 203 (b) (6) of the act, and the ex- 
cerpt quoted from I. & S. Docket No. 6693 had reference to shipper evidence of 
the material service advantages afforded by motor carriers on the particular 
traffic involved. In neither case could the language, taken in context, be called 
a test of the lawfulness of the proposed rates or even a part of the rationale 
-of the decision. 

Mr. Loomis’ answer attempts to discredit the Commission showing of our 
minimal use of the suspension power. We are satisfied that the statistics sub- 
mitted by the Commission with respect to suspension cases properly reflect the 
reluctance the Commission has shown to interfere with railroad managerial dis- 
cretion. The contention that railroads have foregone competitive rate reduc- 
tions rather than submit them to protest and possible suspension is not borne 
out by the record. 

Respectfully yours, 
Howarp FreAs, Chairman. 
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INTERSTATE COMMERCE COMMISSION 


INVESTIGATION AND SUSPENSION Docket No. 6682 


WINE FROM SAN FRANCISCO, CALIF., TO PORTLAND, OREG. 
Decided July 28, 1957 


Proposed reduced carload rates on vermouth and wine in packages between California groups 
and Portland, Oreg., found just and reasonable. Proceeding discontinued 


Edward M. Reidy, Frederick G. Pfrommer, and Charles W. Burkett, Jr., for 
respondents. 

John Cunningham and J. Alton Boyer for protestants. 

W. G. O’Barr and L. J. Barden in support of protestants. 


REPORT OF THE COMMISSION 
Division 3, COMMISSIONERS TUGGLE, MURPHY, AND WALRATH 


By DIvIsion 3: 


The modified procedure was followed. Due and timely execution of our 
functions under section 15 (7) of the Interstate Commerce Act imperatively re- 
quires that no proposed report be issued in this proceeding. Requested findings 
not specifically discussed in this report nor reflected in our findings or conclusions 
have been considered and found not justified. 

By schedules filed to become effective on November 26, 1956, and to expire on 
November 3, 1957, unless sooner canceled, changed, or extended, the Pacific 
Southcoast Freight Bureau, in behalf of member rail carriers, hereinafter 
called the respondents, proposed to established reduced carload rates* on ver- 
mouth and wine in packages between points in the San Joaquin Valley and 
central California, on the one hand, and points in Portland, Oreg., rate groups, 
on the other. Upon protest of the Coastwise Line, a common carrier by water, 
hereinafter called the protestant, the Los Angeles Chamber of Commerce, the 
Cucamonga District Wine Growers Association of Ontario, Calif., and the Padre 
Vineyard Company of Los Angeles, Calif., the operation of the proposed sched- 
ules was suspended to and including June 25, 1957, and the effective date has 
been postponed by the respondents to and including August 25, 1957. The Los 
Angeles Chamber of Commerce, and Garret & Company, Inc., a producer of wines 
at Guasti, located in southern California, offered evidence in opposition to the 
proposed rates. The Roma Wine Company of Fresno, Calif., appeared in sup- 
port of the suspended schedules. 

During the 1955-56 crop year, 1,513,556 tons of grapes were crushed for wine- 
making purposes in 27 of California’s 58 counties. Eleven counties accounted 
for 98.2 percent of the total crush, and the 6 counties of Maderia, Stanislaus, 
Kern, Tulare, San Joaquin, and Fresno, located in the San Joaquin Valley, from 
which the proposed rates would apply, accounted for 86.58 percent of the winery 
crush in that year. The Oregon Liquor Control Commission’s report of 1956 
shows that 6,228,162.5 pounds of bulk wine and 3,769,129.5 pounds of packaged 
wine, totaling 9,997,292 pounds, were imported from California. Of this total, 
5,040,959 pounds of bulk wine and 2,407,132 pounds of package wine originated 
in the San Joaquin Valley, referred to hereinafter as the valley. 

The table in the appendix hereto shows the present carload rates on wine in 
packages and in tank cars, the proposed rates on wine in packages, and the tank- 
car rates prior to November 3, 1956, from representative wine shipping points 
in the valley and central California to Portland. To forestall the diversion of 


1Rates are stated per 100 pounds, and do not include the interim general increase 
authorized in Ex Parte No. 206, unless otherwise indicated. 
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bulk-wine traffic to leased tank-truck transportation, the respondents established 
reduced tank-car rates of 90 cents from San Francisco group points, including 
Fresno and points north thereof, to Portland groups 26 and 27, effective on 
November 3, 1956, to expire on November 3, 1957, unless sooner canceled, changed, 
or extended. No protests were filed to the publication of these rates. The reduc- 
tion in the tank-car rates reversed the preexisting relationship between tank- 
car and boxcar rates, and the respondents were informed by a shipper of pack- 
aged wine at Fresno that it was necessary to restore this relationship or lose 
the boxcar traffic. Thereupon the proposed reduced rates on wine in packages 
of 80 cents from Fresno and valley points north thereof, and 86 cents from points 
south of Fresno, to Portland were published. At the same time a rate of 96 
cents on wine in bulk from Delano and other valley points south of Fresno 
was also published to become effective on November 26, 1956, and it was not 
suspended. 

During the period from December 1955 to November 1956, there were move- 
ments of wine in packages from the California points of Modesto, Fresno, Alba, 
Calgro, and Empire, and in tank cars from Guild, Fresno, and Trocha, to Port- 
land and points taking the same rates. The predominant movement in packages 
was from Modesto and Fresno. There is no record of any movement of wine 
in packages or in tank cars from points in southern California to the Portland 
group points during this period. No concurrent reductions were made in the 
rates from those points because, although wide publicity was given the pub- 
lication of the proposed rates, no representation was made by the Los Angeles 
Chamber of Commerce or any shipper of wine in that area that they were 
interested in a readjustment of their rates. 

The position of the Los Angeles Chamber of Commerce, Cucamonga District 
Wine Growers Association, and Padre Vineyard Company is, in effect, that the 
proposed rates should not be permitted to become effective unless comparable 
rate reductions are established simultaneously from southern California ship- 
ping points. It appears that the publication of a reduced carload rate of 96 
cents, minimum 30,000 pounds, on wine in packages, and 106 cents, minimum 
weight subject to rule 35 of the western classification, on bulk wine in tank 
cars, both rates subject to the Ex Parte No. 206 general increase, from certain 
southern California groups to Portland groups 26 and 27 is contemplated by 
the respondents, contingent upon approval of the rates under consideration in 
this proceeding. 

There is a conflict in the evidence regarding traffic moved from Fresno to 
Portland by the Roma Wine Company and its competitors in the Oregon market. 
At least a part of the conflict appears to arise from the somewhat ambiguous 
nature of the term “in packages” which in the trade means in containers such 
as cases and barrels, as contrasted with bulk wine shipped in tank cars or tank 
trucks. Presumably, wine shipped in barrels also is bottled in Oregon for sale 
in that market. 

Roma markets wine in Oregon through a distributor, The Columbia Distribut- 
ing Company. Prior to 1955, Roma shipped packaged wine from Fresno to 
Oregon by rail, with a small quantity moving by private motor carrier. Since 
then Roma’s rail shipments have declined and truck shipments have increased, 
as indicated by the following: In 1954, 1,046,547 pounds moved by rail and 
126,397 pounds by truck; in 1955, 689,359 pounds by rail and 68,528 by truck; 
and in 1956, 463,621 by rail and 346,934 by truck. The last rail car of packaged 
wine shipped by Roma was in July 1956, and it shipped no rail tank ears of 
bulk wine in 1954, 1955, or 1956. Since July 1956, Roma’s Portland distributor 
has been using its own truck, and during 4 months beginning in August 1956, 
it hauled 171,530 pounds of cased and barreled wine from Fresno to Portland. 
Roma has never shipped packaged wine to any Oregon point by water carrier. 
It contends that because of the higher rates on packaged wine than on bulk 
wine, and the competition it encounters from California wineries which ship 
bulk wine to Oregon for bottling, and to some extent from Oregon wine pro- 
ducers, it will be compelled to resort to proprietary carriage exclusively if the 
proposed rates do not become effective. 

The Oregon Liquor Control Commission’s report for 1956 indicates that 25,772 
gallons of grape wine were produced in Oregon, as compared with 1,176,152 gal- 
lons imported from California. Seven plants in Oregon were employed solely 
in bottling California wines, of which the plant operated by the Bisceglia Bros. 
Wine Company was the largest. While the protestant stated that it had heen in- 
formed that Bisceglia shipped all of its wine in tank cars, it appears that Bisceg- 
lia has leased a tank truck and trailer under a contract for a minimum of 50 
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trips a year from Fresno to Portland, the equivalent of about 265,000 gallons of 
wine. The mentioned report indicates that Bisceglia shipped 29,176 gallons of 
bulk wine in 1956. 

A hundred pounds of bulk wine is the equivalent of approximately 12 gallons. 
There are 2.4 gallons in a case of bottled wine, weighing, on the average, about 
83 pounds, or about 7.2 gallons to a hundred pounds. Under the present rates, 
the cost per gallon of shipping wine in cases from Fresno to Portland is 19.4 
cents, as compared with 7.9 cents per gallon for bulk wine in tank cars. 

The protestant regards the proposal as a disguised effort to undercut the cost 
of using its service. Including the Ex Parte No. 206 increase in the discussion 
immediately foliowing, the protestant’s rate from San Francisco to Portland 
is 82 cents, and with wharfage based on 35 cents a ton added, the cost is 83.75 
cents. The proposed rail rate of 84 cents would apply from San Francisco and 
points grouped therewith, roughly defined by a line extending from San Francisco 
through San Jose, Stockton, Sacramento, Vallejo, Richmond, and Oakland, in- 
cluding the wine origins of Livermore, San Jose, and Guild. The respective rail 
rates to San Francisco from Livermore, San Jose, and Guild are 16, 15, and 19 
cents; the minimum is 36,000 pounds from the first 2 points, and 30,000 pounds 
from Guild. The rail-water cost from those origins to Portland thus is 99.75, 
98.75, and 102.75 cents, respectively, compared with the present all-rail rate of 
125 cents, and the proposed all-rail rate of 84 cents. Comparison is also made of 
the latter rate, the present all-rail rate of 138 cents, Fresno to Portland, and 
the rail-water cost of 109.75 cents between the same points, including a rail factor 
of 26 cents. In addition the protestant refers to truck-water-truck costs; for 
example, of 110 cents from Livermore and 114 cents from Fresno to Portland, 
excluding wharfage. The individual factors are not disclosed. During the peri- 
od from December 1955 to November 1956, no shipments of packaged wine moved 
by rail from Livermore, San Jose, or Guild to Portland or points grouped there- 
with. The protestant does not indicate that it handled any traffic from those 
points, or from any other origins from which the proposed rates would apply. 

On the basis of 1955 directly assigned costs, such as wages and fuel, and al- 
located portions of other costs chargeable to actual operations, adjusted to Jan- 
uary 1, 1957, the estimated rail out-of-pocket cost for transporting wine in pack- 
ages from Fresno to Portland, 821 miles, is 51.3 cents a hundred pounds at the 
minimum of 30,000 pounds, and 38.3 cents at the average load of 43,000 pounds. 
From Modesto, 729 miles, corresponding estimated costs are 45.3 and 33.9 cents. 
The proposed rate of 80 cents, exclusive of the Ex Parte No. 206 increase, ex- 
ceeds the estimated out-of-pocket costs on the respective bases from Fresno 
by 28.7 and 41.7 cents, and from Modesto by 34.7 and 46.1 cents, or, expressed in 
percentages, by 55 and 109 percent from Fresno, and 77 and 136 percent from 
Modesto. 

The protestant criticizes the cost evidence on the ground that no allowance 
is made for return on investment in road and equipment, that cost increases since 
January 1, 1957, are not reflected, and that the costs are shown from only two 
origins from which traffic moves in through trains without interchange, whereas 
a substantial volume originates on branch lines and on other higher cost short 
lines. As noted, Fresno and Modesto are the principal origins in the southern 
and northern parts of the valley. With respect to the other objections, the sub- 
stantial excess of the proposed rates over the costs shown, and especially those 
incurred on average loadings, leaves a considerable margin of revenue to absorb 
understated costs, and is persuasive that the proposed rates would be compensa- 
tory. 

As set forth in the appendix, prior to November 3, 1956, the bulk-wine rates 
from the origins shown were uniformly 16 cents higher than the rates on pack- 
aged wine. As a result of reductions in the former, effected on that date, they 
became in most instances 41 cents lower than the present rates on packaged 
wine. The proposed adjustment would result in packaged-wine rates being 10° 
cents lower than those on bulk wine. 

The private truck transportation instituted by the supporting shipper’s Port- 
land distributor in July 1956 accounted, in 4 months, for slightly less than half 
of its packaged-wine movement from Fresno to Portland by truck in that year, 
and the shipper’s rail movement of packaged wine to Portland in 1956 was less 
than half of the volume moved in 1954. Aside from the interests in southern 
California, previously discussed, the only opposition to the proposal is presented 
by the protesting water carrier. As noted, it is not shown that the protestant 
is presently obtaining any packaged-wine traffic from California, and there is 
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no legitimate basis for concern on this record that the proposed rates would 
result in actual detriment to the protestant. The expressed motivating factor 
in the proposal is not water competition, but the existence of present private 
motor transportation and the threat that it might expand. It is demonstrated a 
that the respondents have lost traffic at Fresno, and it is not required that they | 
delay efforts to protect similar traffic from related origins until it has actually ; 
been lost. From the evidence presented, it appears to us that the proposed 
rates are no lower than necessary to retain this traffic to the respondents’ lines. 

We find that the proposed rates are just and reasonable. An order will be ) 
entered discontinuing the proceeding. . 


APPENDIX 











Present rates ! Rates in 
To Portland, Oreg., from California a __| Proposed | tank cars 
points Distance rates in prior to 
In packages} In tank packages | November 
cars 3, 1956 






















Miles Cents Cents Cents Cents 
Guild -_-... Scale eter tyson da slicer ie sae 676 119 90 80 135 
MN 2 oa, 2 ict dee galnarigpne wanes ieee 703 131 90 80 147 
Ne ae nn enn 706 131 90 80 147 
intitle nddinocdcted, abe hss ¢Gackhsnae 716 131 90 80 147 
OID iidtk cob nemiaoksbal duels ahd ade 721 119 90 80 135 
NCES ts mn dt cihedieek be dientn ten aptaeas 724 131 90 80 147 
BE adh dae aineredernshdinnnunvieas as 747 1.9 90 80 135 
pO BERS E e e e ™ eet E GE a ee 763 131 $0 80 147 
EE SS ee as ae 17 131 90 380 
BINS oot cond cwnidaneus = Cacneannest 784 131 90 80 
MN 2 hin cphiclbic Gunteates pe ee 816 13] 90 80 
Ch bes case ct coktthcbcnsicddehcde 843 137 96 86 
Delano-.----- pa ee ee See es oe 881 137 96 86 
dedi coubcancademecsotdsababie 905 137 96 86 





1 All rates are in cents per 100 pounds, exclusive of general increases authorized in Ex Parte No. 206. 
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ALCOHOLIC LIQUORS FROM PEORIA, ILL., TO CINCINNATI, OHIO 















Decided May 24, 1957 


Proposed reduced carload rate on alcoholic liquors in bulk in barrels, in bond, from 
Peoria, Ill., to Cincinnati, Ohio, found just and reasonable. Orders of suspension 
vacated, and proceeding discontinued 





William C. Leiper and Donald M. Tolmie for respondents. 
Carl P. Greeley for shipper in support of respondents. 
H. A. Welty for protestants. 
REPORT OF THE COMMISSION 


DIVISION 2, COMMISSIONERS FREAS, WINCHELL, AND MURPHY 





By DrvistIon 2: 


The modified procedure was followed. Due and timely execution of our func- 
tions under section 15 (7) of the Interstate Commerce Act imperatively requires 
that no proposed report be issued in this proceeding. Requested findings not 
specifically discussed in this report nor reflected in our findings or conclusions 
have been considered and found not justified. 

By schedules filed to become effective on December 15, 1956, and later, The 
New York Central Railroad Company and The Pennsylvania Railroad Company, 
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hereinafter sometimes called the respondents, proposed to establish a reduced 
earload rate on alcoholic liquors in bulk in barrels, in bond, from Peoria, IIL, 
to Cincinnati, Ohio. Upon protest of Central States Motor Freight Bureau, Inc., 
the operation of the proposed schedules was suspended to and including July 14, 
1957. The National Distillers Products Corporation, referred to as the shipper, 
appeared in support of the suspended schedules. 

The proposed rate’ of 44 cents, minimum 75,000 pounds, would apply on alco- 
holic liquors in bulk in barrels, in bond, from the shipper’s plant at Peoria to its 
plant at Cincinnati. Pursuant to our authorization in Ex Parte No. 206, this 
rate would become 47 cents. The respondents’ present rates are 63 cents, mini- 
mum 30,000 pounds, and 50 cents on the weight in excess of 30,000 pounds, and 
apply on both alcoholic liquors in bulk in barrels, in bond, and in glass, tax paid. 
The protestant’s rate on alcoholic liquors in bulk in barrels, in bond, is 62 cents, 
minimum 30,000 pounds, 

Bulk alcoholic liquor is not a finished product. Before it is marketed it must 
be processed in tanks and reduced to proof, blended, and filtered prior to bottling 
and final preparation for market. Liquor in bulk of the classification with which 
we are here concerned has a market value of from $60 to $70 a barrel, or a maxi- 
mum of about $19 per 100 pounds. The finished product in glass bottles is whole- 
saled to distributors at about $30 a case of fifths, weighing 35 pounds, or about 
$86 per 100 pounds. 

On March 1, 1956, the shipper transferred its bottling operations from Peoria 
to Cincinnati and as a result is required to move approximately 1.5 million pounds 
of alcoholic liquors in bulk in barrels, in bond, monthly from its plant at Peoria to 
its Cincinnati plant. This traffic has been moving exclusively by motor carriers, 
and the proposed rate is designed to enable the respondents to participate in the 
movement of what is described as highly desirable traffic. 

Prior to January 20, 1952, the respondents’ rail rates on this traffic were on 
the basis of a class 40 exceptions rate of 76 cents, minimum 44,000 pounds, and 
a class 44 exceptions rate of 84 cents, minimum 40,000 pounds. At that time 
the protestant’s rate was 72 cents, minimum 40,000 pounds. Under the general 
adjustment prescribed by division 2 in Alcoholic Liquors in Official Territory, 
283 I. C. C. 219, so-called rail incentive rates of 69 cents, minimum 28,000 pounds, 
and 55.2 cents on any weight in excess thereof, in effect on May 2, 1952, 
on alcoholic liquors, in glass, tax paid, became applicable on July 15, 1952, also 
on alcoholic liquors, in bulk in barrels, in bond, from Peoria to Cincinnati. The 
rail carriers felt that there was no warrant for assessing higher rates on the 
lower valued liquors in bulk in barrels, in bond, than contemporaneously applied 
on liquors in glass in cases. 

On July 31, 1952, the motor carriers reduced their truckload minimum on 
liquor in bulk in barrels, in bond, to 32,000 pounds, and on October 12, 1953, their 
72-cent rate was reduced to 62 cents and the minimum to 30,000 pounds. On 
October 1, 1954, the rail carriers reduced their incentive rates to 59 cents, mini- 
mum 30,000 pounds, and 47 cents on any weight in excess thereof, in an attempt 
to meet a competitive rate of 59 cents, minimum 30,000 pounds, established by 
the motor carriers through the medium of section 22 of the Interstate Commerce 
Act on alcoholic liquors in glass in cases moving from Peoria to the Ohio Liquor 
Control Board at Cincinnati. Section 22 rates are not filed with this Commission. 

Under the authorizations in Ex Parte Nos. 196 and 206, the rail rates were 
increased, respectively, to 63 and 67 cents, minimum 30,000 pounds, and 50 and 
54 cents on any weight in excess of that minimum. The respondents have trans- 
ported a small portion of the liquor traffic in glass in cases at the present rates 
from Peoria to Cincinnati, but there has been no rail movement of alcoholic 
liquors in bulk in barrels, in bond, under the present rates. 

The distance from Peoria to Cincinnati over the New York Central is 321 
miles. The proposed rate of 44 cents would yield minimum revenue of $321.91 
per car and 100.3 cents a car-mile, and as increased under Ex Parte No. 206, 
$344.41 per car and 107.3 cents a car-mile, as compared with earnings of $435.91 
per car and 135.8 cents a car-mile under the present rate with a corresponding 
increase. These earnings reflect a deduction of a switching charge of $8.09 at 
Peoria in all instances. The distance over the Pennsylvania is 384 miles, for 
which the proposed rate as increased under Ex Parte No. 206 would yield 
$319.14 per car and 83.1 cents a car-mile, after deducting switching charges of 


1 Rates are stated per 100 pounds. and do not include general increases authorized in 
Ex Parte No. 206, unless otherwise indicated. 
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$9.73 at Peoria and $23.63 at Cincinnati. For 1955, the average freight revenue 
and expense of the New York Central, for an average haul of 236.58 miles, were 
48.015 and 33.285 cents per car-mile, respectively. In that year the Pennsylvania 
shows an average freight revenue per loaded-car mile of 49.089 cents and an 
average freight expense per loaded-car mile of 35.981 cents. The per car-mile 
revenue of 83.1 cents which would be yielded by the proposed rate over the route 
of the Pennsylvania would exceed the 1955 average revenue by 34 cents per car- 
mile and the average expense per loaded-car mile in that year by 47 cents. 

The propsed rate represents a reduction of 37 percent below the January 20, 
1952, level, and is 18.1 percent of the first-class rate from Peoria to Cincinnati. 
It compares favorably with the present average rates on both alcoholic liquors in 
bulk in barrels, in bond and in glass, tax paid, minimum 75,000 pounds, from 10 
origins in Ohio and Indiana to 2 points in Kentucky and 8 points in Ohio. The 
proposed rate appears to be reasonably compensatory. 

As stated, this traffic has been moving exclusively by motor carrier, and the 
shipper is desirous of having alternate transportation available. However, be- 
cause of the excess overall cost, rail over motor, it urges that the present rail 
rates are too high for its use. Ona shipment of 30,000 pounds or less, under the 
present rates, the motor carriers have an advantage over the rail carriers. Under 
the rates of 63 cents, minimum 30,000 pounds, and 50 cents on tonnage in excess 
thereof, a shipment of 50,000 pounds or more would ordinarily result in lower 
charges by rail. However, the respondents claim that the rail rates do not reflect 
the total transportation charges to this shipper. 

A study was made by the shipper to determine the overall costs of transporting 
this commodity by rail and by truck, the shipper performing the loading and 
unloading in each instance. The loading cost per barrel at Peoria is shown as 
averaging 20.8 cents by rail and 8.9 cents by truck, or a difference of 11.9 cents 
a barrel. This difference is due principally to the cost of dunnage not re- 
quired when shipping by truck. At Cincinnati, the unloading costs vary depend- 
ing upon the availability of storage. All of the warehouses are directly accessible 
for the unloading of trucks at the doorways, but rail shipments must be spotted 
at one point for unloading of the barrels and transfer to warehouse. Only 1 
car can be unloaded at 1 time, which necessitates switching the car before 
the placement of a second ear. 

The cost of unloading by rail at Cincinnati is 77.7 cents a barrel where rolling 
only is performed, and $1.14 a barrel when the shipments are drayed. The un- 
loading cost by truck is 48.9 cents a barrel, or differences, rail over motor, of 28.8 
and 65.1 cents, respectively. The excess in the total loading and unloading costs, 
rail over motor, are 40.7 cents per barrel or 15.3 cents per 100 pounds where 
drayage is not required, and 77 cents per barrel or 28.9 cents per 100 pounds 
where drayage is performed at Cincinnati. In addition to these specific added 
costs, other costs or inconveniences are encountered by rail, such as additional 
switching and the irregularity of rail service, which make motor transporta- 
tion more attractive than rail service. 

The protestants contend that the costs incurred by the shipper for rolling or 
draying shipments by rail at Cincinnati are the result of intraplant movements 
after the completion of the actual transportation, and thus should not be in- 
eluded in the rail costs. In considering a somewhat similar situation in Alcoholic 
Liquors in Official Territory, supra, division 2 said: 

“A fair comparison of the rates of the two forms of transportation requires a 
determination of the total transportation costs from the shipper to the receiver. 
When shipments move by rail, in addition to the line-haul rates, there are costs 
for loading and unloading, and frequently for drayage.” 

The total transportation cost to the receiver of the goods delivered to their 
final destination over the resnective modes of carriage is entitled to important 
consideration in a situation of this kind. 

Increased common-carrier costs have resulted in the shipper’s expanding its 
private-truck operations, and it is now transporting alcoholic liquors between 
its plants at Louisville, Cliffside, and Elsinore, Ky., and Cincinnati. It indicates 
that consideration is being given to including its Peoria plant in these private- 
truck operations. The shinper states that the proposed rate may not attract much 
of this traffic to the respondents, and that the added inconveniences and intangible 
costs encountered in receiving roil shipments at Cincinnati require more than an 
equalization of known cost factors if the respondents are to participate exten- 
sively in this movement. It thus appears that under the proposed rate the motor 
carriers will continue to remain in a preferred position on this traffic. 
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The record establishes that the present rail rates are not moving any of this 
tonnage now being transported by common carrier between Peoria and Cincin- 
nati, and that if the respondents are to participate in the movement thereof 
their rates must be on a substantially lower level than those for the more advan- 
tageous motor-carrier service. Considering the additional costs incurred by the 
shipper when shipping by rail instead of by motor, and the established threat of 
imminent private-carrier competition, the proposed rate appears to be no lower 
than necessary to afford the respondents an opportunity to compete for this 
traflic. 

We find that the proposed schedules are just and reasonable. The order of 
suspension will be vacated and the proceeding discontinued. 


INTERSTATE COMMERCE COMMISSION 


INVESTIGATION AND SUSPENSION DocKET No. 6813 


DRESSED POULTRY—UTAH, IDAHO, COLORADO, NEW MEXICO TO 
ILLINOIS, MISSOURI, NEBRASKA 


Decided February 24, 1958 


Reduced rate on dressed poultry, in carloads, from points in Utah, Idaho, Colorado, and 
New Mexico to points in Illinois, Missouri, and Nebraska, found just and reasonable. 
Proceeding discontinued 


John J. Burchell for respondents. 

Leonard M. Shinn, Leon Schilt, and Roy L. McDonough for interveners in 
support of respondents. 

No appearance for protestant. 


REPORT OF THE COMMISSION 
DIVISION 2, COMMISSIONERS WINCHELL, MURPHY, AND MINOR 


By Division 2: 


The parties waived the issuance of a proposed report. 

By schedules filed to become effective on September 17, 1957, rail carriers 
parties to Agent W. J. Prueter’s tariff I. C. C. No. A-4123 proposed to establish a 
reduced rate’ on dressed poultry, in carloads, from certain origins in Colorado, 
Idaho, Utah, and New Mexico to destination groups in Illinois, Missouri, and 
Nebraska. Upon protest of the Rocky Mountain Tariff Bureau, Inc., a publish- 
ing agent for motor common carriers, the operation of the proposed schedules 
was suspended until April 18, 1958. Upon petition of the Utah Poultry and 
Farmers Cooperative, division 2, acting as an appellate division, vacated the sus- 
pension order but continued the investigation, and the suspended schedules be- 
came effective on October 26, 1957. For convenience, the reduced rate will be 
referred to herein as that proposed. Prior to the hearing the protestant with- 
drew from the proceeding. 

The respondents and the United States Department of Agriculture filed peti- 
tions for the cancellation of the hearing and for the discontinuance of the in- 
vestigation. In view of the conclusions herein, it is not necessary to rule on 
these petitions. 

The proposed rate is $1.40, minimum 32,000 pounds in standard cars and 
36,000 pounds in larger cars, not subject to the Ex Parte Nos. 175, 196, or 206 
increases. From Salt Lake City and Ogden, Utah, to Chicago, Ill, the proposed 
rate represents a reduction of 45 cents. The protestant bureau publishes a cor- 
responding motor common-carrier rate of $2.27. However, dressed poultry is a 
so-called exempt commodity, which, prior to October 1, 1957, motor carriers 
offered to transport from both Salt Lake City and Ogden to Chicago at rates 
ranging from $1.70 to $1.80, depending upon their desire to move equipment east- 


1 Rates and costs are stated per 100 pounds. 
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bound. On that date, their rate was revised to $1.75, minimum 30,000 pounds, 
and from additional points, such as Salina and Moroni, Utah, to Chicago, their 
rate was increased from $1.80 to $1.95 and $1.85, respectively. Other and much 
lower exempt motor rates have been quoted on this traffic. The proposed rate 
was published to meet these exempt commodity rates. 

The exempt motor rates include refrigeration, whereas the rate proposed does 
not. The cost to the shipper for providing refrigeration on a carload of turkeys 
from Utah points to Chicago, for example, would range from $86 to $108, de- 
pending upon the time of year and the weather, and also upon the size of the 
cars used. Thus, the minimum carload cost to the shipper would vary from 
$534 to $556 for use of a standard car, and from $590 to $612 for use of a larger 
car. Turkeys do not move in substantial volume during the summer months. 

From Salt Lake City and Ogden to Chicago, for example, exempt motor rates 
of $1.70, $1.75, and $1.80, minimum 30,000 pounds, would result in minimum 
costs to the shipper of $510, $525, and $540, respectively. From Ogden to Chicago, 
1,478 miles, the respective rates would yield minimum truck-mile revenue of 
34.5, 35.5, and 36.5 cents. 

In and between the years 1947 and 1956, the total live weight of turkeys and 
broilers sold from farms in these origin States increased, and that of chickens 
decreased. This followed the trend of the sales throughout the United States, 
but the comparative increase in the volume of traffic in turkeys and broilers 
was smaller, and the decrease in that of chickens was larger, in the origin States 
than in the country as a whole. In 1956, the weighted-average monthly price 
for poultry received by farmers in the origin States ranged from 6 cents above 
to 3 cents below the price received by farmers in the country as a whole. In 
1947, the total cash receipts from the marketing of poultry in the four States was 
2.48 percent of such receipts for all of the United States. While the percentage 
has fluctuated since that time, in 1956 it was down to 1.96 percent. 

The volume of the poultry traffic originated and handled by three railroads 
operating within and from the origin territory has decreased in the foregoing 
10-year period. To the Chicago market, the railroads transported, in 1947, 94.52 
percent of the 2,254,520 pounds of dressed poultry originated in Utah, 83.53 
percent of the 709,813 pounds originated in Colorado, and all of the 83,655 
pounds originated in Idaho, but in 1956 they carried only 39.61 percent of the 
2,252,000 pounds originated in Utah, and none from Colorado. In 1950, the last 
year of record, none of the instant traffic from Idaho was transported by the 
rail lines. The remainder of this traffic was handled by the motor carriers, and 
at present they are transporting practically the entire movement. 

The motor carriers have certain advantages over rail carriage. The furnishing 
of equipment is quicker and the time in transit is less. Some receivers cannot 
use large-quantity shipments, so that the lower truckload minimum weight, as 
well as the split-delivery provisions under the motor rates authorizing lots of 
truckload freight to be distributed to two or three receivers, are advantageous. 
In many instances also the drivers of trucks assist in the unloading of the vehicle. 
These service advantages are offset to some extent by certain rail advantages 
under the proposed rate; for example where large consignments of poultry 
move into storage facilities of wholesalers at large terminal markets, such as 
Chicago, and where diversion of a shipment enroute is necessary. It is im- 
practicable to divert a shipment when enroute by motor carriers. 

From Ogden to Omaha, Nebr., Minneapolis, Minn., St. Louis, Mo., and Chicago, 
for respective rail distances of 990, 1,346, 1,382, and 1,476 miles, the proposed 
rate, based on minimum loads of 32,000 pounds, would yield $448 per car and 
45.25, 33.28, 32.42, and 30.35 cents a car-mile, respectively. Similarly, on 36,000- 
pound shipments, it would yield $504 per car and 50.91, 37.44, 36.47, and 34.15 
cents a car-mile. To the same destinations, the ton-mile revenue would be, 
respectively, 28.28, 20.80, 20.26, and 18.97 mills. Most of the rail shipments 
average about 36,000 pounds per car. 

The respondents have computed out-of-pocket costs on commodities moving in 
refrigerated cars within the western district. From Ogden to Chicago, for ex- 
ample, such cost is shown as $1.27 for shipments of 32,000 pounds, and $1.15 
for shipments of 36,000 pounds. From Moroni to Chicago, 1,605 miles, it is $1.25 
on shipments of 36,000 pounds. These costs, which are not contested, are sub- 
stantially below the proposed rate of $1.40. In the western district, the rates 
on dressed poultry are 137 percent of the out-of-pocket costs, and the proposed 
rate is 112 percent of such costs. 

From the evidence before us, it appears that the proposed rate would attract 
a relatively small portion of this traffic to the rail carriers. The rate of $2.27 








1926 PROBLEMS OF THE RAILROADS 


presently published by the protestant bureau apparently moves none of the 
traffic, as the unpublished “exempt” rates are from 40 to 50 cents lower. The 
rate structure on the exempt commodity is not within our control, and to re- 
quire the rail carriers to maintain the rates in effect prior to the proposed rate 
would ultimately force them to forego participation in the traffic. 

We are convinced that the proposed rate, taking into consideration the cost 
of refrigeration to the shipper when moving by rail, and the service advantages 
of the motor carriers, is no lower than necessary to permit the respondents to 
handle a portion of the traffic. The uncontested evidence indicates that the rate 
is compensatory. 

We find that the proposed rate is just and reasonable. An order will be 
entered discontinuing the proceeding. 


ORDER 


At a Session of the INTERSTATE COMMERCE COMMISSION, Division 2, held at its 
office in Washington, D. C., on the 24th day of February, A. D. 1958 


INVESTIGATION AND SUSPENSION Docket No. 6813 


DRESSED POULTRY—UTAH, IDAHO, COLORADO, NEW MEXICO TO 
ILLINOIS, MISSOURI, NEBRASKA 


It appearing, That by order dated September 13, 1957, the Commission entered 
upon an investigation concerning the lawfulness of the rates, charges, and reg- 
ulations contained in schedules described in said order, and suspended the 
operation of the schedules until April 18, 1958, and that thereafter division 2, 
acting as an appellate division, vacated the suspension order insofar as it sus- 
pended the rates, but continued the investigation, whereupon the schedules be- 
came effective on October 26, 1957; 

And it further appearing, That a full investigation of the matters and things 
involved in this proceeding has been made, and that said division, on the date 
hereof, has made and filed a report containing its findings of fact and conclu- 
sions thereon, which report is hereby referred to and made a part hereof: 

It is ordered, That this proceeding be, and it is hereby, discontinued. 

By the Commission, division 2. 


[SEAL] Harotp D. McCoy, Secretary. 


(Following are two letters subsequently received from the Commis- 
sion relative to subjects being considered by the Subcommittee :) 


INTERSTATE COMMERCE COMMISSION, 
BUREAU OF FINANCE, 
Washington, May 1, 1958. 
Mr. WILLIAM KOHLER, 
Room 138, Senate Office Building, 
Washington, D.C. 


Dear Mr. Konwer: Ag I stated to you Tuesday on the telephone, I had re- 
quested the Treasury Department to furnish more details with respect to the ex- 
perience of the Government in connection with loans to railroads. There was 
considerable delay in assembling the necessary information, but I am now in re- 
ceipt of a letter from Mr. W. Meade Fletcher, Assistant Chief Counsel of the 
Office of Defense Lending, in regard to this matter. A copy of the letter is en- 
closed. The information regarding the result of the RFC loans is much more 
complete than that previously furnished to you, and I hope that it will be of some 
value. 

Very truly yours, 


V. V. Baker, Director. 
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TREASURY DEPARTMENT, 
OFFICE OF DEFENSE LENDING, 
Washington, D. C., April 30, 1958. 
Mr. VERNON V. BAKER, 
Director, Bureau of Finance, 
Interstate Commerce Commission, Washington, D. C. 


Dear Mr. BAKER: With reference to our telephone conversations of yesterday, 
this will advise that our office files indicate that the Government lent a total of 
$1,080,575,462.64 to railroads under the Transportation Act of 1920 and the Fed- 
eral Control Act and collected $1,063,326,775.51 on account of principal and $224,- 
076,825.34 of interest on these loans. This interest figure is gross and does not 
take into account the interest cost to the Government on the disbursed moneys. 

As to the RFC’s financial assistance to railroads, a study in our files indi- 
cates that from February 2, 1932, to May 31, 1956, the RFC (a) disbursed $1,142,- 
501,375 in loans to, and purchases of obligations of, railroads and collected 
$1,131,879,037 in payments (from repayments and sales) on account of prin- 
cipal thereof, leaving an outstanding balance of $10,622,338, and (b) collected 

271,453,974 of income from interest, dividends, and other realizations in excess 
of principal and, since the interest cost to the Government on the moneys so 
disbursed by RFC amounted to $161,317,967, the Government’s net income from 
said loans and obligations amounted to $110,136,007, not taking into account 
RFC’s administrative costs. The Office of Defense Lending of the Treasury De- 
partment, which at the termination of RFC’s existence took over the remaining 
railroad obligations held by RFC, now holds $7,745,018.36 principal amount of 
such obligations. 

In considering the above figures regarding the results of RFC’s financial as- 
sistance to railroads, there should be borne in mind the following restrictions 
in the Reconstruction Finance Corporation Act: (@) the requirement that all 
such financing had to be approved by two governmental organizations, viz., the 
ICC and the RFC, (b) the requirement that all railroad loans should be “fully 
and adequately secured” or be made upon “full and adequate security,” and 
(c) the requirement, subsequent to January 31, 1935, in the case of most loans 
to railroads not in receivership or trusteeship that the ICC in connection with 
its approval thereof should also certify that the railroad on the basis of present 
and prospective earnings may be “expected to meet its fixed charges without a 
reduction thereof through judicial reorganization.” 

Sincerely yours, 
W. MEADE FLETCHER, 
Assistant Chief Counsel. 









AFTERNOON SESSION, MARCH 28, 1958 


Senator Smaruers. The meeting will come to order. 
Our first witness this afternoon is Mr. Harry C. Hagerty, the finan- 
cial vice president of the Metropolitan Life Insurance Co., New York 
City. 
Mr. Hagerty, we are very happy to have you, sir. 


STATEMENT OF HARRY C. HAGERTY, METROPOLITAN LIFE 
INSURANCE CO. 








Mr. Hacerry. Senator, first, may I say that the statement that I 
am submitting here is quite abbreviated in light of some that I have 
seen presented here. 

Senator Smaruers. But I want you to know that does not make 
you unpopular with this group. 

Mr. Hacerry. There may be 1 or 2 points I wish to elaborate on. 
Do you wish me to read my statement and then come back to—— 

Senator Smatrners. However you wish. You may read your state- 
ment, and then if we have any questions we will ask you. 
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Mr. Hagerty. Very well. My name is Harry C. Hagerty. I am 
financial vice president of the Metropolitan Life Insurance Co. I am 
also a director of the Erie Railroad Co., and was associated with the 
financial and corporate reorganizations of several railroad companies 
during the depression days of the early 1930's. 

The Metropolitan Life Insurance Co. had an aggregate investment 
in United States railroads (almost entirely bonds) of $665,400,000 at 
the end of 1957. It is estimated that all life insurance companies held 
railroad bonds to the extent of close to $3,900,000,000 on December 31, 
1956. Metropolitan Life alone and the insurance companies as a 
whole, therefore, do have quite a stake in the railroad industry. 

It follows that we must believe that the railroads are an indispensa- 
ble part of our economy and we think every effort should be made 
to see that the industry can be a financially sound one. I am presenting 
no statistics. The record already seems to contain all the data neces- 
sary. I will attempt to give briefly an investor’s viewpoint on the 
problems and possible solutions. 

Obviously the railroads no longer have a monopoly in the transpor- 
tation field as they were considered to have had early in this century 
and because of which the Interstate Commerce Commission was 
created to regulate them. However, laws, regulations, and attitudes 
flowing from that older view still continue. Certainly railroad man- 
agement has tried to tell the story of the change, but not much has 
been done about it. Seemingly it takes a crisis of some kind to arouse 
people to a bad situation. There has been much talk but little action. 
It cannot be said today that Congress and the people are not aware 
of the plight of the railroads. The very existence of this committee 
and the unusual attitude of the press and magazines through the 
editorial columns and special articles lends hope that something 
worth while may be accomplished soon. 

The present railroad crisis is financial, and more so with railroads 
in the eastern district where there has been no growth of freight traffic 
and a decided decline in passenger traffic. 

There will be business recessions again in the future with recur- 
ring crises for the railroads and with other districts in the current 
position of the eastern-district railroads today if the inflationary 
trend of the last 10 years continues and railroad traffic does not in- 
crease in keeping with the growth experienced in other industries. 
Either the railroads must become financially stronger or the end is 
Government ownership, which I am sure no thinking person wishes 
to see. 

It is imperative, therefore, that something be done to avoid this 
future possibility. Government should help in every way other than 
by financial gift, subsidy, or extension of Federal credit. 

There are two phases of the problem: one having to do with imme- 
diate relief and the other the longer term ways in which the railroads 
can be assisted. 

As to what can and should be done now, I believe that accelerated 
amortization for tax purposes of new facilities should be granted. 
To do so should not cause any ultimate loss of revenue to the United 
States Treasury. Certainly, quick amortization has been permitted to 
stronger industries than the railroads. The repeal of the excise taxes 








PROBLEMS OF THE RAILROADS 1929 


on freight and passenger traffic is long overdue. As to the financing of 
new equipment, I observe the sale by railroads of equipment trust se- 
curities and conditional sale obligations every day. Anyone who 
would say that badly needed equipment cannot be financed privately 
just isn’t stating a fact. It could be that difficulty might be experi- 
enced in 1 or 2 instances but this may have to do with the manage- 
ment. 

Even in the bankruptcies of the 1930’s, railroads had little trouble 
in financing the peladase of equipment. The suggestion that the 
Federal Government lend its credit and invest Federal funds in equip- 
ment to be leased to the railroads is unsound and unnecessary. This 
would weaken the general credit of the railroads so participating and 
presumably would be for the benefit of the few as most railroads, I am 
sure, would not acquire their new equipment under that proposed 
scheme. 

In fact, if the suggested Government aid for equipment purchases 
were granted, I am afraid Congress might mistakenly feel that enough 
assistance had been given and overlook the far more important relief 
needed. To me, this equipment problem is a secondary issue. 

With reference to the longer term aspects, there are two very im- 
portant areas wherein the railroads can improve their financial po- 
sition but they need help. 

First as to ratemaking. If earning power is to be improved in the 
future in the very competitive business atmosphere in which they op- 
erate, they must be allowed greater freedom of independent action in 
ratemaking. The ICC has not been of much help in that respect. It 
seems that the Commission is always falling back on some provision 
of the law or interpretation thereof originally intended to apply in 
an economic climate quite different than the present. 

The impediments to realistic ratemaking should be removed, and 
the least that can be done is to give the railroads the opportunity to 
try their own ideas in ratemaking, such as reduced rates for greater 
volume. I think the railroads have made a very good case. 

The railroad industry has placed a huge investment at the service 
of shippers and the traveling public which seems to be used only when 
there is no other way to transport certain commodities, and when the 
weather or some other personal reason makes it momentarily conven- 
ient to make use of passenger facilities. 

I do not know whether it is feasible or not to incorporate into the 
railroad-rate structure a readiness to serve or a standby charge. Such 
charges are a part of the rate structure of power and light companies 
and telephone companies. What I am trying to say is that the public 
must pay for services which they demand to be made available to 
them, and it is better to do so under private than public ownership. 
The railroads are admittedly the lowest cost means of transportation 
if the volume is given to them. Also let me say that shippers should 
take a more constructive attitude toward the suilecaadtt s problems. 
Many traffic officers of the most prosperous corporations are unceas- 
ing in their appearances at rate hearings and in opposition to rate 
increases. 

I might include in that some of the Government, like the Depart- 
ment of Agriculture. 
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It seems that these traffic men and their bosses believe in profit only 
for themselves. If the Federal Government ever takes over the rail- 
roads they will wish they had been more understanding. 

I know that substantial savings are possible through merger and 
consolidation, having as the objective unification of operation. Rail- 
roads should be encouraged and, if necessary, pressure should be 
brought to bear on them to consolidate into fewer systems, possibly 
two in each district. 

I believe since the amendments to the Transportation Act or the 
ICC Act in 1940, there has been but one merger or consolidation and 
that was the Gulf, Mobile & Ohio, and the Alton. I think prior to 
that, the 10 or 20 years prior to that, the only major one that I can 
recall is that of the Gulf, Mobile & Ohio and the Mobile & Ohio, and 
the Metropolitan Life was instrumental in bringing that about. 

Individual managements see eye to eye to only a limited extent. 
They decide whether they should or should not try to consolidate, 
and I am sure the stockholders are never asked whether they would 
approve an effort to merge with another railroad. Of course, at a 
time like this you will hear of a specific suggestion of merger. The 
putting together of a Pennsylvania and a New York Central is like 
asking to merge General Electric and Westinghouse. How about the 
smaller railroads in the territory? And if railroad business improves 
we will probably hear little about mergers, consolidations, or coor- 
dination. A strong arm is needed. 

I read testimony presented here to the effect that legislation is not 
needed to effect consolidations. Rather a broad statement with 
which I am inclined to disagree. Experts can make studies which 
show great savings but how about the security holders? Who is go- 
ing to see that they accept a fair allocation of new securities in an 
otherwise feasible and advisable merger and also in the public in- 
terest. When that time arrives the speculators will come into the pic- 
ture, looking for a quick profit, with no constructive interest in what 
is being attempted or why. Security prices will be bid up to show 
market relationships which appear to make a proposed plan unfair. 

Such people will resort to the courts, create delays, and even com- 
pletely block the carrying out of a plan. I saw this happen in many 
capital reorganization plans of the 1930’s. It was 20 years before 
some railroads were finally reorganized because of the tactics of spec- 
ulative groups. So I suggest that consideration be given to legisla- 
tion and any other measures which would facilitate putting through 
logical plans of consolidation against the expected delaying tactics 
of those whose only objective is selfish; that is, personnel financial 
gain. 

Senator Lauscue. Let me interrupt. 

Senator Smarners. Senator Lausche. 

Senator Lauscue. Have you given thought to how you would spe- 
cifically do this by law? 

Mr. Hacerry. The binding minorities—now I am not a lawyer. 

Senator Lauscne. I see. 

Mr. Hacrerry. One thought I have is that if a proposed plan is 
announced that no stockholder can vote on it unless he had had the 
stock for 3 years, so that no speculator could come in when the fig- 
ures are out and he sees what the proposed deal looks like and then 








PROBLEMS OF THE RAILROADS 1931 


start to make trouble. I don’t know whether it is possible or not, 
but that is one thought. i 

I know there are 2 or 3 lawyers who have been studying that and 
they have suggestions. I do think there must be the implementing 
of the carrying out of a plan by some pressure or strong arm some- 
where, and probably it will need legislation. I am not certain, but 
I raise that point because it is my own opinion that it will be needed. 

Senator Lauscue. I see. 

Senator Purretn. Mr. Hagerty, we, of course, have given and will 
continue to give much thought to that particular phase of the problem 
of railroads. You say that there are lawyers that have given this 
much thought, and I would assume presently are perhaps in a position 
to make some recommendations. Are they connected with your 
company ? 

Mr. Hacerry. No. They are men who have been in the railroad 
field. Ihave talked to them about it. Ifa committee were appointed 
of outstanding citizens by, say, the Secretary of Commerce and he 
brought all those fellows—they brought management in and these 

eople who have given some thought to it and say, “Now we have to 
fave consolidations, what are you railroad presidents doing about it, 
and what have you experts to suggest in the way of accomplishing 
something, getting action?” 

Senator Purrety. Do you know that any of these men of whom 
you speak, do you feel they might be ready and willing to submit to 
this committee for its consideration such plans or ideas that they may 
have? 

Mr. Hagerty. I am sure. Mr. Sunderland is one of those lawyers 
who is here, and I am sure he will agree with me that probably a 
committee of lawyers could probably sit down and make a contribution 
in the way of suggestions. They are really interested in the railroad 
situation. 

Senator SmarHers On that point, how long do you think this 
Congress should delay in making a study or awaiting some recom- 
mendations of some committee in order to help the railroads? Is the 
situation such that we should move forward quickly or do we have 
time to do a lot of studying? 

Mr. Hacerry. You mean on consolidations ? 

Senator Smatruers. On all these problems. 

Mr. Hacerry. Well, I was speaking of a committee to effect and 
push consolidations. 

Senator Smatuers. Yes. 

Mr. Hacerty. It takes time. After the studies are made, I know 
of no one instance where studies have been made and the savings are 
substantial, but to overcome the inertia of management is a difficult 
thing. 

Senator Purrett. You speak of a study—may I ask a question. 

Senator Smaruers. Yes. 

Senator Purretu. In what field of our present investigation would 
that be, the study that you said that you know of, the inertia of 
management itself is a block to its adoption, or to the adoption of 
such proposals that are made. 

Mr. Hacerry. I don’t think this is something of immediate action, 
if you are speaking of the immediate problem. 
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Senator Purrert. We have a problem here that obviously is in 
portions anyway, rather pressing, but it is also one that will be a 
continuing problem, where we will not find all the solutions, It 
appears to me that any help you can give us in any phase of this 
committee work I would welcome it and I think my colleagues would, 
too. 

Mr. Hacerrr. I would like to go ahead and work on that and get 
in touch with some people and get in touch with you, if that is—— 

Senator SmatHers. We would not only allow you to do it, but we 
would appreciate your making some recommendations to us along 
that line. As a matter of fact, we sort of hoped that that is what 
you had more specific on that point today. 

Mr. Hacerty. Well, as I say, I am not a lawyer. 

Senator Smatuers. Right. We are appreciative of that fact. We 
had 26 presidents appear at the first week at the hearings, while some 
of them indicated they thought there should be mergers and con- 
solidations, we had great difficulty getting from them the manner in 
which we should proceed and what should be done. 

The first specific suggestions we have heard about it was today 
when Mr. Arpaia of the Commission recommended that we strike 
section 5, which is the one that prohibits consolidations today, with- 
out approval of the ICC. 

Mr. Hacerty. Of course, that is one way that help can be had. 
There are other ways, but I think it is so important that something 
should be done about it. 

Senator Smatuers. That is what we are trying to do. We are 
trying to do it; we are trying not to be guilty of having them call this 
inertia of the Members of Congress, as we talk about inertia of man- 
agement. We are trying to move. This is the time, the hour is now 
that we are going to try to move. 
one as quickly as we can get some specific suggestion from you, the 

tter. 

Senator Purrett. I would say, Mr. Chairman, that I am in agree- 
ment and I am sure the rest of the committee is, in the conclusions 
that have been reached by many of the witnesses, but we would like 
to go further than that. We would like some help in finding out what 
the solution is. If you have any or can give any, we would welcome it. 

Mr. Hacerry. I am sure there are people willing to help. This 
inertia that I speak of, I am referring to management. 

Senator Smaruers. That is what I say. We don’t want to be so 
classified. We are trying to move. 

(Material subsequently submitted by the witness follows:) 

METROPOLITAN LiFe INSURANCE Co., 
New York, N. Y., April 9, 1958. 
Hon. Grorce A. SMATHERS, 
Chairman, Subcommittee of the Senate Interstate and Foreign Commerce 


Committee, Consisting of Senators Frank L. Lausche, Ralph W. Yar- 
borough, Andrew F. Schoeppel, and William A. Purtell. 


Deak Sir: When I was privileged to testify before your committee on 
Friday, March 28, 1958, I was requested to file with you my views as to what 
could be done to bring about greater encouragement of railroad mergers and 
consolidations during the present financially depressed condition of the 
class I railroads of the United States of America. The testimony before this 
subcommittee clearly is to the effect that there should be greater encourage- 
ment of mergers and consolidations. 
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Some’ of the executives and leaders of the railroad industry and other 
witnesses have stated before your subcommittee and elsewhere their belief that 
consolidations of railroads would produce substantial economies, thereby help- 
ing to meet their financial needs. The Honorable Howard Freas, Chairman of 
the Interstate Commerce Commission has so stated in his testimony given 
to you on the morning of Friday, March 28, 1958. I have testified to the same 
effect, and it is my belief that life insurance companies generally share this 
belief that consolidations or unifications of railroads would produce substantial 
economies, thereby helping to meet the railroads’ financial needs and the 
needs of the public, particularly during this period of economic recession. 

Since I testified before your committee I have discussed the question of 
consolidations and mergers with a number of lawyers who have been active 
in various pending consolidations and they all agree that the present pro- 
visions of section 5 of the Interstate Commerce Act are adequate and appro- 
priate to enable proper consolidations to be made. Accordingly, I do not 
recommend any specific amendments to the Interstate Commerce Act to speed 
up mergers and consolidations. 

However, I repeat what I said orally as a witness before your committee, that 
there should be greater encouragement of railroad mergers and consolidations 
and, following conversations with various interested persons, I respond to the 
request that was made of me in urging as a major recommendation of your com- 
mittee that the Congress declare it to be its policy to foster in every way possible, 
and as promptly as possible, unifications and consolidations of class I railroads 
in the United States as being consistent with the public interest. It would be 
helpful if the declaration of congressional policy made it perfectly clear that 
one of the major benefits expected from consolidations and mergers was the 
elimination of wasteful duplications of services and facilities so that the existence 
of competition between the railroads to be merged should be a reason for con- 
solidation in many cases rather than a reason against consolidation. If this 
congressional policy is declared publicly in an appropriate manner, by joint reso- 
lution or otherwise, I am confident that the chief executives of the class I rail- 
roads and the Interstate Commerce Commission would proceed with greater dis- 
patch to inaugurate and complete railroad mergers and consolidations under 
existing law. 

In my opinion it is unquestionable that the effect of this declaration of policy 
will encourage voluntary railroad mergers and consolidations and provide on a 
sound financial basis more adequate transportation service to the public, relieve 
the precipitately increasing financial distress of the railroads, increase their use- 
fulness to the public and have a helpful significance in improving the national 
economy. 

Some suggestions were made to your committee that there should be legislation 
for mandatory consolidations. It is my view that no such legislation could help 
in the existing emergency. Obviously any mandatory legislation would have to 
be based on a general plan of consolidations like that provided for in 1920. At 
that time it was many years before a final plan of consolidation was approved 
by the Interstate Commerce Commission and when it was approved it served little 
or no useful purpose because it was generally disregarded. I feel strongly that 
for the time being at least, in spite of the difficulties in the way of voluntary 
consolidations to which I referred in my testimony, better results can be ac- 
complished by encouraging voluntary activities by a strong congressional declara- 
tion of policy. 

Yours very truly, 
Harry. HaGerry, 
Financial Vice President. 


Mr. Hagerty. I didn’t mean to give the impression that the inertia 
was other than in the railroad field, itself. 

Senator Smatuers. Go right ahead. 

Mr. Hagerty. I would lke to take this opportunity to point out 
that the railroad companies are like industrial companies in that 
they must always have in mind the business cycles wherein their 
business and earnings will fall in keeping with that of heavy industry. 

They should, however, be able to earn well in periods of prosperity. 
However, it is incumbent upon them to maintain substantial working 
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capital to help them through the valleys. I do not believe that some 
railroad managements seem to understand that sufficiently. Many of 
the bankruptcies of the early thirties would not have occurred had 
management set aside adequate cash reserves. 

I might add that about one-third of the mileage of the country 
was in bankruptcy in the thirties and RFC loans did not prevent many 
of these bankruptcies. RFC loans hurt security holders rather than 
being of help. I hope we do not have that experience again. 

Now the question of working capital, I think is very vital thing. 
I said here that railroads should be ready to go through with the 
recession part of a cycle, as the industrial companies do. I made a 
study of the railroads that were in bankruptcy in the early 1930's, 
and I found that if they had a reserve fund, in cash, of, say, 2 years 
fixed charges, half of them would not have gone into bankruptcy. 

Senator Smaruers. Let me ask you this question: We have had 
testimony that the working capital of the major class I railroads 
today is at the lowest point in its history, that in some instances there 
isn’t sufficient working capital to see them through possibly a 3 weeks 

riod. 

Now what do you do when you have a situation like that, where they 
come to the Metropclitan and you people say: “I am sorry you are 
indebted, you are bonded, we are not going to lend you any money 
because we think it is too big a risk.” What do we do there? 

Mr. Hacerry. I agree with you, railroad working capital is down, 
and no one is more to blame than railroad management. Let’s put the 
blame where it belongs. 

Senator Smatuers. That is right. We hang the crepe all over them. 
Now what do we do? 

Mr. Hagerty. Can I take a specific instance to show you what I 
mean? I am going to step on somebody’s toes, as it has to do with 
the Pennsylvania Railroad. Mr. Symes is spearheading down here a 
drive for railroad loans, for what I call financial aspirin, when the 
disease is deep-seated. After they get the loan and the headache is 
over, the disease will still be there. 

I referred to this rule of thumb of 2 years fixed charges. They 
have fixed charges, the Pennsylvania, of $44 million, and that would 
call for $88 million of a reserve. Now, I had a copy of an exhibit, 
which Mr. Symes presented to this committee, showing working capi- 
tal, less material and supplies, and I suppose, that is the cash neces- 
sarv to carry them over a bad period. 

We talked about 2 years fixed charges. That means that a railroad 
could earn 50 percent of its fixed charges through 2 years of a de- 
pression, pay them and still have money for other purposes. In 
1952 the working capital of the Pennsylvania was $38 million—this 
is from Symes’ charts—in round millions, $38 million. 

The Pennsylvania paid $19 million in dividends in a year working 
capital was $38 million; almost $10 million was paid out with working 
capital of $43 million in 1954; $19 million paid in 1955 when working 
capital was $29 million. Working capital was $4,700,000 in 1956, 
when dividends of $20 million were paid. 

According to his own statement, there was a deficit in working 
capital of almost $15 million in 1957 and the company paid $16 mil- 
lion in dividends. 
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Now that isn’t all. They didn’t tell you that cash used to retire 
$64 million—yes, about $64 million of bonds that were not due for 
10, 15, or 20 years. Also retired were some $28 or $29 million of 
guaranteed stocks with the public. That is a total of $93 million 
which if it hadn’t been so spent the Pennsylvania could have it today 
and could make a downpayment on equipment. 

As to the Pennsylvania Railroad, I have high regard for Mr. Symes 
as an operating man, but I have not high regard for their financial 
policies, and you see why. 

Management says it can’t make downpayments on equipment. 
Pennsylvania paid out dividends when it didn’t have adequate work- 
ing capital and they bought in bonds that were not due. 

Now bond investors such as ourselves do not often get a chance to 
explain things like this. Management represents stock. There hasn’t 
been any stock sold by the Pennsylvania in years, and no stock- 
holder—and what I say goes for the New York Central and others— 
has ever put a new dollar into railroad stock to be used for capital 
additions and betterments. Railroads have borrowed all the time. 

Metropolitan loaned about a hundred million dollars to Walter 
Franklin of the Pennsylvania railroad with no downpayment, to 
buy equipment, about 7 or 8 or 9 years ago. We also loaned I think 
$60 million to the New York Central. 

The savings were great. In the initial stages they said they could 
save 30 percent with the new equipment. Where are those savings? 
Now they will tell you that they can’t afford to sell equipment obli- 
gations as the rate of interest is too high. 

Let me quote from Mr. Loomis’ testimony on page 40: 

Now long ago funds could be procured from sources at a cost of around 2 
or 3 percent. Today, however, even the most prosperous roads are required to 
pay close to 5, where the less fortunate pay nearly 6. To an industry now 
earning barely 3 percent on its property investment, these rates are almost 
prohibitive. 

Mr. Loomis must know, as any boy out of business school would, 
that interest is a tax deduction. When he speaks of 5 or 6 percent, 
he is really saying 214 or 3. 

So I would say he or anyone else who says the same thing is 52 
percent wrong. 

Senator Smatruers. Let me ask you a couple of questions, Mr. 
Hagerty, right there. Maybe you don’t want to answer this, maybe 
I shouldn’t ask it, but I am trying to clear up my own thinking a 
little bit. You said you have outstanding loans to some of these 
eastern railroads, in what amount? 

Mr. Hacerry. I spoke of the particular loans that were made to 
buy new equipment, to the Pennsylvania Railroad, to a previous 
management. Unfortunately, management turns over every 10 years, 
and it seems the new management forgets or doesn’t know what hap- 
pened in the periods of the other previous managements. As to our 
investment in the Pennsylvania Railroad 

Senator Smaruers. What kind of an investment do you have in 
the Pennsylvania now ? 

Mr. Hacerry. I have the figures right here. It might just take a 
moment to find them. 

Senator Smaruers. Just approximately. 
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Mr. Hacerty. I know it is over a hundred million dollars. I think 
it is 130 million. 

Senator Smatuers. Over 100 million? 

Mr. Hagerty. Yes, that is an investment of millions of policy- 
holders. We have 36 million policyholders. It is their money that 
is in there. 

Senator Smatuers. That is what we are worried about. How much 


money do you have loaned out to the New York Central, about ? 


Mr. Hacerty. We probably have to the New York Central—I have 
that here, too, exactly. That is well over 100 million, too. 

Senator Smaruers. One hundred million plus to the New York 
Central. How about the New Haven? 
some Hagerty. Two or three million and 2 or 3 in the Boston & 

aine. 

Senator Smaruers. Suppose what Mr. Symes says is correct and 
what Mr. Perlman of the New York Central says is correct and they 
really can’t make it, and they have got to have some money here within 
the next 3 or 4 weeks, what are you people—what position does that 
put you in? 

Mr. Hagerty. Well, we have been through that before; that is, bank- 
ruptcy. It wouldn’t be new to us. But now let me say, to avoid 
bankruptcy is primarily to save the stockholders who put no new 
money into the railroads. 

Management is most concerned about its stock. They are afraid of 
outside groups buying in and taking over control. But when the 
trouble comes, it is the bondholders who have to get in and do all 
the work of reorganization. 

Senator Smaruers. Yes. Let me finish that thought. If it goes 
into bankruptcy, you said the solution is bankruptcy. Of course, I 
don’t presume that you would want to have these railroads go bank- 
rupt? 

Mr. Hagerty. Of course not. 

Senator Smaruers. Just in the general interest, none of us would. 
You are not in a position to lend them any more money ? 

Mr. Hagerty. As to equipment, no one from the Pennsylvania Rail- 
road, that is, in the present management, has ever asked us to loan 
on equipment. 

Senator Smaruers. Are you in any position to lend them any more 
money with respect to operating costs? 

Mr. Hagerty. No. It may be that Government will have to do so, 
but why should a Government loan be made to perpetuate bad financial 
management, particularly to perpetuate in control the financial in- 
terests now controlling the New York Central, New Haven, and 
Boston & Maine? 

If we made a loan to the latter, we would say that these must be 
good, in good management. You just don’t make a loan outright with 
no conditions, and keep people in power who made the mistakes. 
There has to be an improvement, such as new directors in some cases 
and a general financial house cleaning. 

Senator Smatuers. I know this is something I shouldn’t be asking, 
but I am just curious about it: If there were a reorganization in man- 
agement, would you then be in a position to loan them $50 million to 
get them going again for another 3 or 4 months, 5 months, 6 months? 
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Mr. Hacerry. Assuming, of course, that the loans were legal and 
sound, we would. Like all lending institutions we are always ready 
to make loans for constructive purposes. Metropolitan has made loans 
in the past, particularly for equipment. Just recently we loaned the 
Chicago & North Western money for equipment. 

But Mr. Morgan said one time, “You loan on character of manage- 
ment as much as you do on assets.” 

I don’t know what his exact words were, but I think what he said 
is still true today. 

Senator Smaruers. I think the indications are clear. 

Mr. Hagerty, our problem is pretty much this: We are here repre- 
senting the oe re public. We are not here representing the rail- 
roads or anybody else. We are looking for a sound national transpor- 
tation system, and we agree—from what we have already heard, I 
think this is a fair statement—some management, as you illustrate, 
have taken steps they should not have taken. As somebody said, we 
are now faced not with a theory but with a situation. 

Mr. Hacerry. Yes. 

Senator Smatuers. Now, if they go bankrupt, in this present down- 
turn of our economy, if one of these major railroads goes bankrupt, 
and it brings down with it 2 or 3 others of the railroads, then it ac- 
celerates this downward trend of our economy, and the whole coun- 
try is in a bad shape, we lose jobs, purchasing power, and we lose 
everything else. We are up against this situation : 

If what Mr. Symes and if what Mr. Pearlman and Mr. McGinnis 
and some of these other presidents who have testified, who are with 
the eastern railroads, if their situation is as they have pictured it, and 
apparently we all agree that it is, then should the Congress stand by 
and let this thing go under, or should we do something about it, and 
what specifically is there that we can do? 

Mr. Hagerry. Of course, if it is found that a loan is absolutely 
necessary to prevent bankruptcy, it probably should be made. But 
there should be conditions attached to. That is the point. 

Senator Smatuers. Yes. 

Mr. Hagerty. What I mean is, do not thereby permit the mistakes 
to continue or we will see these problems occurring again. Once busi- 
ness picks up management will forget all about what is happening 
today. 

Renaios Smatuers. We come to this question: 

Suppose this Congress—this is a hypothetical case. I won’t say I 
am for it. But thinking out loud, suppose we should provide a guar- 
anty loan provision, not the Symes plan, maybe we don’t like that. 
That maybe is too much Government ownership. But let’s eliminate 
that for a minute and say guarantee loan provision, and had these 
loans approved by the Interstate Commerce Commission, who, them- 
selves, know something about the management of these companies, and 
then with that guaranty loan, then your Metropolitan Life Insur- 
ance Co., you know you are not going to lose any money thereafter. 
So they said, “Well, we will underwrite or loan from the Metropoli- 
tan for $25 million for another 6 months—is that not the only quick 
medicine we can give them ? 

Mr. Hagerty. Yes; if the loan is for the specific purpose of pro- 
viding working capital in order to pay the interest, for instance. It 
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is the fixed nature of the interest that helps create the crisis. If rail- 
roads do not pay it, they go into the courts for reorganization. 

I do not think you have to guarantee loans for equipment, and I 
don’t think the Pennsylvania, particularly, has exhausted the 
possibilities in this respect. 

Senator Smaruers. That is agreed. We can eliminate the equip- 
ment problem. 

Mr. Hacerry. A short-term loan could be made on the condition 
that management gets busy on consolidations, that they do not pay 
dividends for a long time and that they build up the working capital 
which they should have had in the first instance. 

Senator Smaruers. So then if we could get some arrangement 
where there would be a guaranty loan provision with the condition 
that there would be no payment of these high-interest rates as long 
as the Government is underwriting any loan, where there would be 
an attempt to bring about mergers and consolidations, since I believe 
in mergers and consolidations, then—and where it was demonstrated 
that they actually needed it in order to stay out of bankruptcy, you 
would be for it under those conditions ? 

Mr. Hagerty. Yes; under those conditions, a temporary loan of 
that kind would be all right. 

As to the interest rate, I still want to emphasize that 5 percent is 
not a bad rate for the railroads today, as it is 24% percent after taxes, 
and the railroads could make 25 and 30 percent on it, Senator. 

Senator Smaruers. We don’t want to get off here about the evils or 
the blessings of the high interest rate, because we are liable to end up 
here without agreement. 

Mr. Hacerry. I am trying to say that I don’t think you have every 
side of this case presented to you. 

Senator Smaruers. We very much appreciate the side you are pre- 
senting. That is why we invited you down here. 

Senator Lausche ? 

Senator Lauscue. Mr. Hagerty, do you concede that some of these 
railroads at the end of this period of superabundance are now in a 
fiscal condition that they can’t meet their operational costs? 

Mr. Hagerty. I haven’t the figures on individual railroads. I 
couldn’t say. 

Senator Lauscue. Well, if that is the fact, it is a pretty tragic 
situation, isn’t it ? 

Mr. Hacerry. It is. 

Senator Lauscue. And if it is a fact, if they weren’t able to estab- 
lish a sound fiscal body in the period of alleged great prosperity, how 
are we going to help them merely by making loans or guaranteeing 
loans? 

Mr. Hacerry. I don’t know whether my answer would be, How 
can you protect anyone against his or her own bad judgment? That 
is what it comes down to. That is why they are in the position they 
are today. 

Senator Lauscne. You are talking about paying dividends at the 
time when they didn’t have adequate reserves to insure meeting an 
emergency ? 

Mr. Hacerry. That is right. 
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Senator Lauscue. But there are other difficulties which they have 
been confronted with in meeting competition. 

Mr. Hacerry. Oh, yes. 

Senator Lauscuze. Andsoon. That is correct; isn’t it? 

Mr. Hacerry. That is right. 

I refer to the ratemaking powers. I believe that a railroad should 
be able to go to a shipper and say, “I am only getting 10 percent 
of your business. If you give me 20, I will cut the rate. I will save 
wey for you.’ 

I don’t think they can do it today. Those are the things to give 
them, where they can earn and put aside enough money to take care 
of them through recessions. 

Senator Lauscue. The basic thing, however, confronting us, is to 
get regulatory laws and subsidy programs in such shape where 
they will be given an opportunity to live to the best ability, using 
their mode of transportation to its greatest inherent advantage, lib- 
eralizing competition, and thus standing on their own feet; is that 
correct ? 

Mr. Hacerry. Correct. And as an end to that, though, I think 
you would feel that there should be consolidations, so you are not 
building duplicate facilities. Why should the railroads borrow 
money today to buy equipment, when they can’t use the equipment 
they have at the present time due to the recession? W hy put money 
into more additions or betterments when they can’t earn on what 
they have? It doesn’t make common sense. 

Senator Lauscne. Have you been watching the continued expan- 
sion of the Federal Government into the lending business and the 
guaranteed loan business ? 

Mr. Hacerry. Ihave. I don’t like it. 

Senator Lausc - Have you any opinion on that subject? 

Mr. Hagerty. I don’t think that Government should be in the 
field of loaning at all. Each enterprise, each industry, should be 
allowed to live on its own, if it is possible to do so. 

Senator Lauscue. Have you any idea what the contingent liabil- 
ities of the Federal Government are on the guarantees. that they 
have made on bank deposit, building and loan deposit, airplane 
purchases, merchant marine purchases ? 

Mr. Hacerry. FHA loans and everything else ? 

Senator Lauscue. Yes; small mortgage loans. 

Mr. Hacerry. Yes, I know. It is terrific. 

Senator Lavscne. Have you studied it at all? 

Mr. Hacerrry. I have read about it. I can’t give you the figures, but 
I have read a lot about it; yes. 

Senator Lauscue. Have you given it any thought ? 

Mr. Hagcerry. It would “bankrupt the country if we had a reces- 
sion where Government would have to make good on all the small 
guaranteed mortgages, not to speak of other contingent obligations. 

Senator Lauscue. If we were thrown into the position we were in 
in 1933, what in your opinion would be our status? 

Mr. Hagerty. Well, I would hate to say. I would like to add 
this, as to these insured loans, the Metropolitan was against them 
from the beginning. We believe the homeowner should put down 
a little money on his house when he buys it, put some financial stake 
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in it. We were not in favor of no downpayment. But we had to 

o along with what turned out to be the accepted method of financing. 
But what makes all of these things possible, as you say, is creating 
a Government contingent liability. 

Senator Purrett. May I ask a question? 

What has been your experience with these loans? 

Mr. Hacerry. These insured loans ¢ 

Senator Purrers. Yes. 

Mr. Hacerry. Very good. When a loan goes in default, we get a 
Government bond in payment. 

Senator Purre.u. I understand that. But what has been the ex- 
perience, or do you have knowledge of what the experience has been 
of the Government on these guaranteed loans? 

Mr. Hacerry. No. 

Senator Purre... It would be interesting if you would look it up. 

Mr. Hagerty. I did have some knowledge as to the HOLC. We 
went into a recession in the thirties, which was a much deeper re- 
cession than we are in today. And as I recall the figures, the HOLC 
lost money on principal, but they made it up on the interest spread 
between what they charged and what the Government lent the money 
to them at. But there were substantial losses on principal at that 
time. 

Senator Purrety. In the thirties? 

Mr. Hagerty. Yes; in the thirties. 

Senator Purretu. We have a much broader program. I think it 
would be interesting for you, since you are interested in that practice, 
I think you ought to look up and find out what the experience of the 
Government has been. 

Mr. Hacerry. I imagine it has been pretty good, because we have 
had no real recession until now. 

Senator Lauscue. That is the true test. 

Mr. Hacerry. Yes. I just don’t believe recessions are a thing of 
the past, and deeper ones than the present will be seen. I just can’t 
believe it wouldn’t happen again. 

Senator Lauscue. I have another thought: You mentioned that 
in your judgment they acted imprudently in paying dividends at a 
time when their funds weren’t adequate to insure the ability to meet 
an emergency, if it were to arise. 

Mr. Hagerty. Yes. 

Senator Lavscur. What do you believe motivated them in paying 
their dividends? 

Mr. Hacerry. I couldn’t tell you. 

Senator Lauscue. What would you conjecture it to be? 

Mr. Hagerty. Not only paying dividends but buying a lot of bonds 
that were not due. I just call it unsound financial management. I 
don’t know what else to call it. 

Senator Lauscue. Well, would it be a purpose to curry favor with 
the stockholders? 

Mr. Hagerty. No. It could be that they thought this era of pros- 
perity would continue forever; that there never would be a business 
setback. For the last 3 or 4 years I have been looking for something 
like what we are experiencing today, and I expected to see some of the 
railroads to be in a difficult position. If I thought so, and some of my 
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associates did, what would you expect of the men who were running 
a railroad? I can’t speak for their judgment or lack of judgment. 
But I am giving you the facts. 

Senator Smaruers. Mr. Hagerty— 

Are you through ? 

Senator Lauscne. Yes. 

Senator SmarnHers. You say you have loaned out to just the eastern 
railroads in the neighborhood of $200 million, roughly we will say 
$220 million. Now, of course, we hope it doesn’t happen, but if they 
go bankrupt, and if, through the bankruptcy proceeding you were able 
to only get back about $100 million, what would your particular 
stockholders think of your investment in these railroads? 

Mr. Hacerry. We don’t have stockholders; we are mutual com- 
panies. 

Senator Smarners. How would your company feel about. it? 

Mr. Hacerry. We went through some of the reorganizations of the 
thirties, many of them. We wrote out some 125 or 130 millions of 
dollars, and there was a time back around 1947 or 1948 when interest 
rates were lower and bond prices higher than they are today—we 
could have sold out our entire railroad portfolio and recovered every 
cent we had lost by sale or writedowns, by staying with our invest- 
ments. 

Senator Smaruers. So you think that even if that happened, that 
while it would, of course, be some blow to you it nevertheless would 
not endanger your particular position ? 

Mr. Hagerry. No, sir, it would not. We are not like a bank, in 
the sense that the bank is subject to current demands for money and 
must pay out on demand. Our contracts are of a longer term nature. 

Senator Smaruers. These insurance-policy owners would have— 
I am not trying to get you into this, but I am just trying to see how 
far reaching it is—the insurance-policy holders of the Metropolitan 
would, of course, not look with great favor upon that investment in 
the railroads; would they ? 

Mr. Hagerty. They probably wouldn’t, but the record is that we 
went through a period more serious in many ways than today and 
we came out all right. We don’t think we should run away from an 
industry because it is momentarily weak. We believe that we should 
help channel our funds into areas where our policyholders are bene- 
fited. As to the present situation we could make loans to a railroad 
today that is not in bankruptcy for equipment, by means of equipment 
trusts. 

Senator Smaruers. If they had not already been mortgaged pretty 
heavily. 

Mr. Hagerty. Well, as to equipment trusts, it is a specialized field. 
Equipment obligations have a certain preferred position under the 
Bankruptcy Act, and the Interstate Commerce Act. They are a vital 
part of railroad finance. Our experience on equipment loans has been 
wonderful. 

Senator SmarHers. You would agree, would you not, that it would 
be a very bad thing, as you have already said, if these railroads started 
going into bankruptcy and then we got into a deeper depression and 
then as you and Senator Lausche pointed out, in the neighborhood 
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of some $300 million in Government contingencies, it would well 
shake the foundation of our whole fiscal structure, would it not? 

Mr. Hagerty. It certainly would. I don’t like to see the railroads 
dependent upon Government credit. We have too much of it ex- 
tended already, in other directions. 

Senator Smaruers. You did say that you would agree that if there 
were proper conditions in connection with some guaranty program 
and if the lending institutions, or the guaranteeing institution were 
convinced that they had to have this, not for equipment, but for just 
working capital to keep the thing moving, under those conditions, and 
if it may be necessary to avoid a depresssion, and to keep this whole 
thing from collapsing. 

Mr. Hagerry. A short-term loan with conditions attached. 

Senator Smaruers. Thank you very much. 

Senator Bricker 

Senator Bricker. Just one question here. I note that you say at 
the bottom of page 4: 

I do not know whether it is feasible or not to incorporate into the railroad 
rate structure a readiness to serve or a standby charge. 

I can’t see how that could be done, can you ? 

Mr. Hacerry. No; I don’t. But as I say I am trying to get over 
the thought that if the people want transportation facilities available 
to them to use only when it serves their purpose—well, when there is a 
snowstorm or something similiar, somebody has got to pay for the use 
of it. If you or I go away on our vacation and do not use our tele- 
phone or electric light, we do pay something to the utility company, 
a readiness to serve charge or standby charge. 

Senator Bricker. It is hard to conceive how it would operate, ex- 
cept in the nature of local subsidy, in commuter transportation. 

Mr. Hacerry. Where a commuter buys a ticket for a month, if he 
doesn’t use it, that is all right, but he has the option of using it every 
day. 

Senator Bricker. Or he could use it next month ¢ 

Mr. Hacerry. Yes. That is really the thought I am trying to get 
over. It may be a new thought in the railroad field. But my pur- 
pose is to try to emphasize that if people want transportation they 
must pay for it. 

Senator Bricker. All right, sir. Thank yon. 

Senator Lauscue. How large is the capital structure of the Metro- 
politan, just what is your total value ? 

Mr. Hacerry. Our assets are about $1514 billions. 

Senator Smatruers. Thank you very much, sir, you have been very 
helpful to us. 

All right, our next witness is Mr. Benjamin Fairless, of Pittburgh. 

Mr. Farrtess. Mr. Chairman, my statement is a short one. 

Senator Smatuers. You just go right ahead. 
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Mr. Farriess. Inasmuch as it represents my views on the matter, I 
would like to read it. 

Senator Smaruers. Yes, indeed. We are delighted to have you 
here and you may read it. 
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Mr. Fatruess. My name is Benjamin F. Fairless. I appear in my 
capacity as a private citizen and not as a representative of any of the 
organizations with which I may be associated. 

y appearance here today is in response to the invitation extended 
to me by Senator George Smathers of Florida, chairman of this 
subcommittee. 

Mr. Chairman, I am very deeply concerned about the plight of our 
Nation’s railroads, I applaud the efforts of this subcommittee to seek 
a proper understanding and a possible solution to the grave problems 
this great industry faces. 

Today, I’m afraid many people in this country mistakenly look upon 
the railroads as an outmoded, 19th century form of transportation 
which is now dying on the vine and which ought to be buried, with 
appropriate ceremonies, in some convenient museum. 

et, if Khrushchev wished to cripple our whole economy, shut down 
every major industry in this land and render our Nation defense- 
less, one way to do it would be to stop the operation of our railroads. 

No matter how many missiles we develop; no matter how many 
scientists we train—we will still have to move men and materials to 
the places where they can be value to us. And for that job we depend 
now, as we always have in the past—in peace and in war—primarily 
on the railroads. 

During World War I, the railroads carried 90 percent of all the 
military freight in this country, and handled 97 percent of all or- 
ganized military travel. So, as an arm of our defense, they proved to 
be one of the most essential national resources that we had—and one 
which, I might add, is still unmatched by any other country on this 
earth. 

Nor are the railroads any less important to us in times of peace. 
Last year, they handled more than 618 billion ton-miles of freight 
at an average price of less than 114 cents per ton-mile. They moved 
some 25 billion passenger miles at an average cost to the passenger of 
about 234 cents per mile. All other means of public transportation 
put together could not have performed—and could not replace— 
this service. 

But wholly apart from the vital job the railroads have done in the 
field of transportation, we must acknowledge, I think, the equally 
important role they play in maintaining and promoting our general 
economic welfare. In these days when we hear so much talk about 
consumer purchasing power, there are two highly important facts to 
remember about the railroads: 

First, even in a recession month like this past February, they pro- 
vided jobs for over 862,000 people, and are therefore the principal 
source of the money which these people and their families spend each 

year. 

‘ Second, the railroads themselves are among the largest consumers to 

be found anywhere in the market places of America. Last year, for 

example, they purchased about $3.2 billion worth of supplies, ma- 

terials, and new plant and equipment. We have already noted what 

neon to our economy when such expenditures start to fall off. 
rom a lifetime in the steel industry, I can testify from painful 

experience as to what happens to the steel business as the railroads 
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become more and more depressed. In recent years, about 6 percent, 
or 41% million tons, of all the steel made in this country has been sold 
directly or indirectly to the railroads. 

But, present indications are that the railroads this year will buy 
less than 214 million tons, or slightly more than 314 percent of ex- 
pected total industry shipments. What this means to the steel indus- 
try is that a little more than 2 million tons which would go to the 
railroad market will not be produced this year. It also means that 
between 18,000 and 20,000 workers in the steel industry will be out 
of jobs because the railroads cannot buy the rails and equipment that 
they should buy and would buy if they could do so. 

n the other side of the picture is the fact that much of the freight 
revenue of the railroads originates in the iron and steel industry. The 
Pennsylvania Railroad, for example, tells me that more than one- 
quarter of all its freight revenue derives from steel—either through 
transportation of raw materials to the mills, or in hauling finished 
products away from them. 

Since it takes about 4 tons of raw materials to produce 1 ton of fin- 
ished steel, then a drop this year of about 2 million tons in railroad 
purchases alone will mean a total loss not only of that 2 million tons 
of steel, but of 8 million additional tons of raw materials moving to 
the mills. And this explains, at least in part, why the Pennsylvania 
Railroad during recent months has had to lay off nearly 20 percent 
of its workers. 

This month, the rate of orders for freight cars dropped a little over 
53 percent from the rate in March of last year. For locomotives, the 
drop in the same period amounts to about 6814 percent. The Associa- 
tion of American Railroads reports that total railway expenditures 
for new plant and equipment will fall off this year by about one- 
third—and, so it goes. 

When you stop to think that about one-tenth of our entire working 
population depends, in some degree, upon the railroads for its liveli- 
hood, you understand why I am vitally interested in the work of this 
subcommittee. And, I believe that every citizen of this Nation should 
be interested, also. 

We sometimes hear it said that the railroads are badly managed, or 
that they have failed to modernize and are out of step with the times. 

But, the truth is, of course, that no other industry in this country 
has made so many fundamental advances in the face of such over- 
whelming obstacles. Few other industries have scrapped and replaced 
so much obsolete equipment in recent years. And very few other in- 
dustries have plowed back into improvements such a high percentage 
of their earnings. Since the end of World War II, the railroads, I 
understand, have spent about $38 million on maintenance alone, and 
nearly $14 billion on modernization of their facilities. 

When we think of these advances, we are inclined to think chiefly 
of the diesel engine and the modern streamliners that now speed us 
across the country in luxury and comfort. But few of us have any 
idea of what had to be done before the diesel could safely haul its 
heavily increased payloads at its present-day high speeds. 

Almost everything about the railroads has had to be redesigned and 
rebuilt, from the roadbed up. 
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The coming of the diesel has challenged their management to pro- 
vide greatly improved track maintenance, numerous and costly new 
safety devices, and all kinds of new electronic controls and communi- 
cations including radar and television. ; 

Among the things that have been developed are better air brakes, 
stronger couplings, sturdier brake shoes, improved bearings, newly 
styled damage-free freight cars, and automatic sorting of freight cars 
as they pass through the yards. 

Amazing as the record is—and I have only touched its surface—a 
great deal more remains to be done. Since it is this remaining job to 
be done that occupies the attention of this inquiry, I would like to 
discuss it and, briefly, give you my views. 

Railroad men tell me quite frankly that they ought to be spending 
five times their present outlay for maintenance and improvements— 
and, imagine, if you will, what that could mean to our economy right 
now if they were able to do so. 

They also tell me that they have long lists of projects which would 
yield savings of 25 percent or more in operating costs; and that those 
savings could then be used to finance additional improvements. They 
say that these projects are ready and waiting to go, as soon as funds 
are available. But the funds are not available. 

To raise new capital in the stock market is virtually impossible, be- 
cause over the past 20 years the earnings of the railroads have aver- 
aged less than 334 percent on their net property investment, and dur- 
ing the past decade, more than two-thirds of even that meager profit 
has been plowed back into the business. 

And the situation is rapidly becoming worse as costs continue to 
rise. In 1956 and 1957, the railroads’ annual gross revenue in both 
years, I understand, was almost exactly the same, but net profit de- 
clined in 1957 by $142 million. For one major railroad, while the 
gross remained the same, the decline in net profit was nearly 50 per- 
cent. 

Clearly, the railroads are in a box with a top on their earnings, but 
no limit on their losses. So, we come to the crucial question: “Why 
are they in this box?” I think three of the principal reasons are: The 
railroads in this country are being taxed to death, inflated to death, 
and regulated to death. They are caught in a kind of three-way 
squeeze, to which could be added a fourth—the continued pressure 
from rising costs. 

To illustrate the type of unjust tax squeeze which afflicts the rail- 
roads, let me refer to the situation in one of our large industrial States 
here in the East. A good many important railroads run through this 
State, yet I read in a prominent magazine that all of these roads to- 
gether do not earn enough money on their operations within that State 
to pay the taxes which are levied upon them. One of the railroads 
pays about twice as much in taxes to the State as it earns in the State. 

Senator Bricker. That means on intrastate shipments. 

Mr. Farrtess. That is right. 

I have not named this State because I understand the situation ex- 
ists in some other localities in this country, and I do not wish to single 
out a single community as if it were the only horrible example. But 
I do want to say, in no uncertain terms, that when any industry in this 
land of ours is subjected to that kind of unfair taxation, all of us 
should protest with all the vigor we have. 
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In addition, transportation by railroads, in common with other car- 
riers for hire, is charged with a 10 percent passenger fare tax and 3 
percent freight rate tax. Both of these taxes originally were pro- 
posed and adopted during wartime. They were imposed then as a 
sort of deterrent to keep people and businesses from using common 
carrier transportation so vitally needed for war purposes. That was 
at a time when we used to ask, “Is this trip necessary?” The chief 
function of these taxes today, outside of providing Federal revenue, 
seems to be to put transportation for hire at a competitive disadvan- 


tage. 
Pax revision is, of course, very much under discussion today. I 
would like to call your attention to one thing in this regard as it ap- 
lies to the railroad situation. We are all in favor of a balanced 
udget, but we need to remember what happened in 1954 when we had 
the experience of a tax reduction. Within 2 years, the boost to busi- 
a provided greater revenues at the reduced tax rates than ever 
ore. 

The railroads—like many other industries—have large investments 
in heavy equipment of long life. But, even equipment with a long 
life does wear out eventually and usually becomes obsolete long be- 
fore it does wear out. And that is when inflation exerts its squeeze. 
Wornout and obsolete equipment today must be replaced at much 
higher costs than when it was purchased many, many years ago. 
But the Federal tax laws allow depreciation to be based only on the 
original cost paid. 

For example, a freight car which 20 years ago could have been 
purchased for $2,500, costs about $8,500 today. Through deprecia- 
tion, the railroads can recover over the years, the original $2,500, 
but when it comes to replacement time, they find they are short by 
$6,000 a car. The estimated replacement needs of the industry are 
about 75,000 cars a year. Thus, the total depreciation deficiency for 
the industry on this one item of investment alone is approximately 
a half a billion dollars each year. 

Obviously, then, to meet its replacement needs, the railroad indus- 
try—just as stee] and other industries have to do—must use a part 
of profits to make up the depreciation deficiency. In the steel indus- 
try, we call that part of our profits which is used for this purpose— 
a phantom profit. It is treated and taxed as a profit by the Govern- 
ment, but it must actually be used for one of the costs of remaining 
in business. 

Here is an area of tax reform that has been recognized in nearly 
every other country, and one that is urgently needed not only by the 
railroads, but by every business enterprise in our country. 

But, grave as are the evils of taxation and inflation, there is an- 
other great obstacle which seems to have been especially designed to 
block railway progress at every turn. And that obstacle, gentlemen, 
is the antiquated concept of Federal and State regulation under 
which these roads are compelled, by law, to operate. 

A century ago, when they were being built, it was perfectly true 
that the railroads as an industry enjoyed a virtual monopoly in the 
field of land transportation. Their only competition was the pony 
express; and there was at least a valid excuse for subjecting them to 
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Government control in the public interest. But that was a century 
ago. 

Today, the railroads face tremendous competition from airplanes, 
trucks, automobiles, pipelines, and all kinds of waterborne carriers. 
Each of these forms of transportation is highly essential to our 
modern economy, and each offers some special and unique advanta, 
to shippers or passengers. But the railroads are hampered in their 
efforts to compete effectively. 

When they wish to revise their rates in certain areas, in order to 
meet their competition, I am informed that they must gain the 
approval of one or more Government agencies, and by the time the 
case has dragged on to a final decision the business has been lost 
anyway. 

When the railroads have had to seek a general rate increase because 
of mounting operating costs, it has, in the past, sometimes taken 
about a roe to get final action from the regulatory bodies involved. 
I am told that since the war these delays have cost the railroads 
approximately $114 billion in lost revenue. I understand, and am 
happy to add, that there has been great improvement lately in the 
time required to obtain approval of general rate increases. 

When an automobile-minded public no longer wants the services of 
certain railway branch lines, the roads are often compelled by State 
commissions to continue these unnecessary and unmarketable opera- 
tions at a heavy loss. The public interest, it is said, requires that these 
branch lines be maintained; but the public politely declines to pay 
the costs involved. So the roads must foot the bill themselves and 
subsidize this public service out of their own private funds. 

Now, I happen to be one of those quaint, old-fashioned men who 
believes that every enterprise is entitled to a profit; but never within 
my memory have the railroads of this country been permitted to earn 
a fair and reasonable return—the kind of profit necessary to attract 
the venture capital that a modern railway system requires. 

So, in concluding my statement, let me put it to you this way: If 
we were to ask ourselves what one thing above all others has made 
this Nation of ours the greatest and most productive on the face of 
the earth, the answer would undoubtedly be “freedom.” And if we 
were to ask ourselves which one of our economic freedoms has contri- 
buted most importantly to our present high standard of living, we 
would probably have quite a debate about it. But in the end, I think 
many of us would agree that our first and foremost freedom, in the 
economic sense, is freedom to compete. 

It is that freedom, more than any other, I believe, which distin- 
guishes our American industrial system from the capitalistic societies 
of the Old World. It is that freedom, primarily, which has opened 
the door of opportunity to each successive generation of Americans. 

But, under Government regulations, it is often impossible to revise 
a rate promptly to meet a competitive situation. And, in this sense, 
freedom to compete in regulated transportation is definitely limited. 

T believe Government regulation has its place. I believe that the 
proper function of Government regulation is to protect the public 
interest. And I believe that the best way to protect the public interest 
is to promote competition. 
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I do not believe that Government regulation of the railroads, whether 
State or Federal, should extend to the point where regulation is sub- 
stituted for private management. I do not believe that a modern 
system of transportation, in this dawning of the rocket and space age, 
can be developed successfully under horse-and-buggy concepts of 
19th century controls. 

I have no panacea for the problems facing the railroads, but I can 
and do suggest that a long-range answer cannot be found in any sort 
of subsidy. I am aware that some of the railroads, although by no 
means all, are at present in difficult circumstances. But others are in 
a better position than I am to appraise the extent of that financial 
difficulty. 

It may be that the present plight of certain of the railroads is im- 
mediate and grave. It may be that some form of Government as- 
sistance, whether by loans or otherwise, must be afforded where the 
circumstances of individual railroads require it. 

This subcommittee has heard many witnesses and undoubtedly 
many suggestions have been made and will be made for easing on some 
such temporary basis this most unfortunate situation of the rail- 
roads. I do not wish to pass upon the merits of these suggestions, 
but of this I am most confident: A temporary tiding over of financial 
breakers, meritorious as it may be, will be of little permanent value 
unless the basic causes of the railroad problems are recognized and 
treated. 

Those problems include: unfair tax treatment, unrealistic depre- 
ciation allowances, overregulation, and rising costs. In my judgment, 
these unsolved problems affecting railroads cannot be reached by 
temporary financial aid. 

When the good work of this subcommittee is finally ended, let it be 
said that whatever else you have done, you have made a start toward 
a cure of the basic railroad afflictions, and that for once in their long 
history the railroads may with confidence move in the direction of 
more freedom to compete. 

Senator Smarners. Mr. Fairless, I think that is a very balanced 
and perceptive and splendid statement. Thank you for it. 

Are there any questions? 

Senator Bricker ? 

Mr. Farruess. Thank you, sir. 

Senator Bricker. You list on page 9, Mr. Fairless, the problems 
that are faced by the railroads at the present time. 

Would you want to put them in any order of importance? Which 
ones are the most pressing to Congress ? 

Mr. Farruess. Well, Senator, I feel that you men are confronted 
with a very serious problem, as I stated, and I think it divides itself 
into two phases. The first is the house is on fire, and you have to 
put the fire out. If it is true, as witnesses have indicated here, that 
some of the railroads are really almost up to the point of bankruptcy, 
then cash has to be provided for them immediately, preferably, in my 
thinking, through private financial institutions. But if that should 
fail, then I think the Government, through some appropriate agency 
now in existence, and at fair rates, but not unreasonable interest. rates, 
should provide sufficient funds to keep this great railroad system of 
ours intact. That is the first problem. 
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But that alone, if we stop there, would be very foolish, in my opin- 
ion. It would be much wiser to just let nature take its course, and 
of course bankruptcy would follow. So, coupled with this emergency 
measure, which I strongly recommend, must go a complete study of the 
problem—and by that I am talking about experts in rate structures 
and legal procedures and all these questions of mergers, and so 
forth—and then legislation, whatever is necessary, and in whatever 
form it should take, should be made available so that we can cure 
the evils that have placed the railroads in the position they are in. 
If we don’t cure the evils, why, we will be right back again 

Senator Bricker. Placing more Government dollars after bad ones? 

Mr. Fatrtess. That is right. 

Senator Bricker. You mentioned unfair tax treatment in the be- 
ginning, then the unrealistic depreciation allowances. 

Of course, those are interrelated as far as the Federal Government 


is concerned. But you would also include the unfair tax treatment 
by local and State governments? 


Mr. Farrixss. That is right. 

Senator Bricker. The unrealistic tax depreciation allowance comes, 
of course, from what I know is your philosophy of the Government 
fixing its tax rates upon a depreciation based upon the original value. 

Mr. Farriess. Original cost. 

Senator Bricker. And they are simply allowing cheap dollars for 
good investment dollars, and you have to take your replacements right 
out of sound earnings. 

Mr. Farrirss. Yes. 

Senator Bricker. Which you ought to be able to use to improve 
facilities and to expand your operations. That would likewise apply 
to all business; wouldn’t it ? 

Mr. Farruess. Yes; certainly. The criticism is not so much, on my 
part, of the depreciation allowance of the legislation, because our 
legislators couldn’t foresee what has taken place here in recent years. 
The idea of depreciation is so that a facility can be replaced, and 
if the original cost had remained the same or within range, why, it 
would still be perfectly sufficient, it would be perfectly proper. 

Senator Bricker. But we have experienced a rotting out, of course. 

Mr. Fairtess. But we have $2,500, just one example, on a railroad 
car, and a similar car now costs $8,500. 

Senator Bricker. Would a realistic approach be in which the de- 
preciation allowance for a given year is related to the value of the 
dollar at the date of purchase of the equipment or the value of it? 

Mr. Farrtess. Senator, I am not enough of an expert. But I do 
think if a facility is replaced—and emphasize it must be replaced— 
then I think there should be sufficient depreciation allowed for tax 
purposes to replace that facility at the new cost rather than at the 
original cost. 

Senator Bricker. Of course, if your dollar were getting more val- 
uable year by year, then you wouldn’t have that problem. 

Mr. Farriess. No. 

Senator Bricker. But if you could follow the dollar up and down 
in our annual depreciation allowance for tax purposes, you might 
be able to reach a practical answer to the problem ? 

Mr. Fatrtess. That might be a basis that might serve—— 
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Senator Bricker. Of course, there are many other elements enter- 
ing into the question of depreciation. You have obsolescence and you 
have the installation of new machinery which is better and more pro- 
ductive. That is the one I think that has caused more concern and 
maybe the most important thing that you have suggested, outside of 
the opportunity for freedom of competition in the various modes of 
transportation. 

Mr. Farrtess. That is right. 

Senator Bricker. We have a law under which we are operating here 
that was put into effect in days when yu had a monopolistic right, 
practically, on the part of the rails, and now you have competition in 
various forms, and they are not all regulated to the same degree. 

Senator Smaruers. All right, sir. 

Senator Schoeppel, do you have any questions ? 

Senator Scuorrre.. I don’t believe I have any questions, thank you. 

Senator Smaruers. Senator Lausche. 

Senator Lauscue. You made some mention in your statement, Mr. 
Fairless, about subsidies being a type of last resort or no resort at all. 

Mr. Farruess. No; I am not in favor of subsidies. I wouldn’t 
consider 

Senator Lauscne. You emphasized the fact that the provision, im- 
mediately, of money to keep them from closing down, if that alone 
is to be done, then we might as well quit. 

Mr. Farruess. That is right. 

Senator Lauscuer. We have got to get to the roots of what is pro- 
ducing this evil ; that is your view, isn’t it? 

Mr. Farruess. Yes, sir. But I do think the availability of funds 
immediately is necessary in order to carry through the second phase 
of my suggestion. 

Senator Lauscure. What I frankly have in mind, and this doesn’t 
deal with your testimony: We have been dealing piecemeal with vari- 
ous modes of transportation. I have been here for 15 months and I 
think on 3 or 4 occasions we have voted appropriations that spe- 
cifically subsidize one or the other mode of a competing transporta- 
tion system. Never in the voting of those subsidies did we conceive 
the fact that we were placing a still greater burden upon the railroads. 
And I have come to the conclusive that every time we take up any 
mode of transportation, we ought not to deal with it piecemeal, but 
ought to there and then consider the impact that it will have on other 
modes of transportation. In my judgment, from what I have heard 
a Senator Smathers, after 5 weeks, or how long have we been 
in this 

Senator Smatuers. Since January 13. 

Senator Lauscue. It is just miraculous that the railroads have been 
able, even, to make this return of an average of 5.3. This chart of 
the First National City Bank of New York has that shown. But 
also the bus transportation system says that they are in fiscal trouble. 
What is beginning to dawn upon me: Everybody is in a bad fiscal 
shape in this country. 

enator Purreity. Including individuals. 

Senator Lauscue. And what is the fault of it? 

Senator Bricker. You have a different problem when you are talk- 
ing of subsidies applicable to your commuter system, in the great 
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metropolitan areas where the commuter service is absolutely essential 
to the industrial operation, to the community, to the whole life of your 
community, and that is, of course, a losing business. I don’t know of 
any that is earning its own way, with very rare exceptions. Is there 
= way of approaching that by nature of local subsidies? 

Mr. Farrtess. I don’t believe in subsidies, as you know, Senator, but 
I do believe that if services are to be made available to a public that 
only cares to use them whenever there isn’t some other form of trans- 
portation available, due to weather conditions, and so forth, they 
should pay the bill. I don’t believe in free services. Some of these 
railroads that are not permitted to discontinue, not completely discon- 
tinue service, they are not permitted to curtail service. 

Now, this is really a very humorous situation, but still it is proof 
of my point. I know a railroad, and how I happen to know the rail- 
road is because the United States Steel Corp. owns it; and they es- 
tablished, many years ago, many years ago, a passenger service, just 
one passenger train from one point to another. Finally they got down 
to the point that there was ony one passenger that used that service— 
a schoolteacher. It happened to fit into her schedule and she used the 
service and she paid the fare, of course, what it was. But, there was 
an entire train, as far as crew is concerned, and we couldn’t discon- 
tinue the service because of regulatory law. 

Senator Bricker. We had one witness testify that he had to keep 
three passenger trains in service on really a standby basis to provide 
transportation for the college students up in New England when 
it didn’t snow at vacation time. I am thinking, though, of this 
serious problem of your commuter service in the great metropoliton 
areas which I think must be continued. I don’t know how you can 
live without it. 

Mr. Farrtess. As important as that—I am talking now finan- 
cially—as important as that is to many people, it is only a very small 
drop in the bucket as compared with the total overall financial plight 
of the railroads. 

Senator Bricker. I know that is true. 

Senator Lauscue. Is it a fact that the more we subsidize, the graver 
the problem of the cheapened dollar gets in trying to buy equipment ? 
Every subsidy tends to cheapen the dollar, and while you cure one 
problem you create a new and a more serious one. 

Senator Bricker. I am wondering if something could be worked 
out as Mr. Hagerty suggested a moment ago in the nature of standby 
charges. I don’t think of that generally; I don’t know how it would 
be possible. But it might be possible in the commuter service which 
is a drain, since it is inconsiderable as compared to the overall prob- 
lem, I grant you, but I think it is an essential service, and I thought 
it ought to carry its own charges. 

Senator Smaruers. I would like to suggest, just for the general 
consideration of the committee, that these commuter problems are 
great and they are urgent, but I would doubt how much the Federal 
Government, what part it can play in the operation of a commuter 
service. 

Senator Bricker, I think it is a local problem, I don’t think it is a 
Federal problem at all. 
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Senator Smaruers. I think we can well occupy ourselves with the 
Federal and interstate problems, with which we actually have to be 
confronted at this time. 

Do you have any other questions? 

Senator Scuorrren. No. 

Senator Smaruers. Senator Purtell. 

Senator Purret.. Except this, of course, when we talk about sub- 
sidies, there are direct and indirect subsidies. I assume you are ad- 
dressing yourself to direct subsidies at this time because of the finan- 
cial position the railroads are in, is that correct ? 

Mr. Fatruess. Yes; I am opposed, Senator, to subsidies—I am just 
opposed to them. I believe in the free enterprise system, and I think 
that any enterprise ought to be able to stand on its own feet. But I 
do realize that in our merchant marine and in some of our competi- 
tive—world competition, that that just can’t be done. So there we 
have our construction subsidy and our operating subsidy in order that 
we might be competitive. 

Senator Purret.. I feel, too, there are other types of subsidies, and 
I would like to have it on the record, indirect. One might be to per- 
mit in the desire for freedom of competition in a regulated industry 
such as this, we might find ourselves in the attempt to see that free- 
dom is given in ultimately driving out other forms of competition, 
and in permitting that you would in fact have subsidized to the extent 
that you permitted that to happen the railroad or the busline or the 
airline that might ultimately end up with all of the traffic. This we 
have got to be careful of in the public interest. But that would con- 
stitute in my opinion as much an indirect subsidy as any other indi- 
rect subsidy. 

Senator Smaruers. All right, gentlemen, do you have any questions 
that you would want to ask Mr. Fairless? Does anybody have any ? 

Thank you very much. Your statement has been a fine one. We 
wanes it. You have been very helpful to us. 

ll right, our last witness for this afternoon, another very highly 


qualified gentleman, Mr. John J. McCloy, chairman of the board of 
the Chase Manhattan Bank. 
All right, Mr. McCloy. 


STATEMENT OF JOHN J. McCLOY, CHAIRMAN OF THE BOARD, 
CHASE MANHATTAN BANK 


Mr. McCrory. Mr. Chairman and Senators. 

Senator Smatuers. If the committee will come to order, we will 
hear Mr. McCloy. 

Mr. McCrory. Mr. Chairman, I have prepared a statement. I as- 
sume that the practice is to include it in the record. I don’t think I 
ought to burden you with reading it all. .I might summarize it some- 
what briefly in the interest of saving time. 

Senator Smaruers. All right. 

Mr. McCrory. However, I will do whichever you feel is right. 

Senator Smatners. All right. A man with your experience, we 
will just sort of turn you loose. We will put it all in the record for 
you as though you said it, then, if you would like to extemporize, 
naturally we would appreciate that. 
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(The statement of John J. McCloy is as follows :) 


My name is John J. McCloy. Presently I am chairman of the board of 
directors of the Chase Manhattan Bank in New York City. 

Perhaps I should state something more to justify my acceptance of the chair- 
man’s invitation to appear before this committee. Apart from a sustained gen- 
eral interest in railroads and their problems, I was for many years a practicing 
lawyer, during which time a considerable part of my practice was in connection 
with railroad matters, mainly with the railroad reorganizations of the twenties 
and thirties. During World War 2 I was in the War Department, being the 
Assistant Secretary of War throughout the entire period of the war. In the 
course of that great national effort, I had a firsthand connection with a full 
opportunity to observe and appraise the extent and the character of the services 
rendered by the railroads of the United States to the Nation and, indeed, to 
all our allies. My present position perhaps gives me some further insight 
respecting the role which the railroads and their financing play in our national 
economy. Having said this, by way of qualification, I want to emphatically dis- 
claim that I am in any sense an expert on railroads or their problems. 

Since my recent return from the Far East I have had an opportunity to go over 
much of the testimony which the various witnesses have given to this committee, 
and I find most of the matters which I would deem to be relevant in determining 
possible measures to meet the needs of the railroads have already been made 
a part of the record. In the first place, it seems to me that the need for action 
has been very well documented, and I see very little need for me to cite further 
statistics to demonstrate the parlous condition of some of our railroad systems 
or to give further evidence as to the generally deteriorating condition under 
which so many, if not all, of the railroads operate. I therefore intend to make 
my statement as brief as possible, passing over much that would only tend to be 
repetitive regarding such matters as the condition of the railroads and their 
purchasing power and significance to our basic economy. 

There are a few things that I think should be stressed even if they have 
been heretofore suggested. The first that I have in mind is the enormous in- 
vestment which this country has in its railroads. By investment I do not refer 
merely to present values, or, indeed, to the total of dollar investment which has 
gone into the railroads, including all the washed out investments that have 
resulted from the various reorganizations of the pest. I refer as much to the 
great energies in terms of labor, initiative, courage, and determination which 
the Nation has given to the establishment of its railroads. The labor and the 
savings of individuals have gone to them in such great measure that our rail- 
roads represent today not only a basic factor in our economy but, in a very real 
sense, a major expression of the country’s national character and economic vigor. 

This aspect of the railroads was perhaps even more true in times past than 
it is in the present; indeed, this and the fact that the railroads at one time 
did represent almost a monopoly of transportation services in the country, re- 
sulted in the close regulation of the railroads which for such a long time has 
been burden of their existence. Times change, and the philosophy which de- 
manded regulation on the basis of monopoly no longer fits the cast of modern 
life. The number of more varied forms of transportation services has grown 
and certainly the philosophy which was based on absolute monopoly, or some- 
thing near it, no longer applies. One sometimes hears it carelessly said that 
railroads were all very well in the late 19th and early 20th centuries, but now 
that they are obsolescent they should let nature take its course and move over, so 
to speak, to allow the buses, trucks, and planes to absorb the traffic. The de- 
mands of modern commerce are benefited by the presence of these new and 
major collateral and flexible forms of transportation. But a terrible gap would 
quickly appear in our transportation needs and in our economy if the railroads 
were to collapse or even if their present capacity to serve were to continue 
seriously to deteriorate. 

As I have indicated, I have recently returned from a trip which took me to 
many parts of the world. I visited areas where poverty—abject poverty—was 
a normal attribute of human life. At one point, I had occasion to go by airplane 
from the capital of a sizable country in southeast Asia. The trip took about 
1 hour from one airfield to the other. When rather late in the day, it came 
time to return, the plane would not start because of some malfunctioning of 
the electrical system. As I had an important engagement that evening in the 
capital, I was most anxious to get back to town. I suggested that we might 
see what we could do by train. There was a smile at the very thought of a 
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train traversing the jungle over which we had flown in the morning; and a 
ear to drive us back was equally out of the question—there was not even a 
through road. The presence of the most modern and rapid form of transporta- 
tion in short, had not created any appreciable development in the intermediate 
country. The basic support of a rail and road network to the country’s econ- 
omy was still sadly lacking. 

As one traveled from country to country the mark or the symbol of high 
living standards seemed almost always to coincide with a good network of 
railroads. The presence of planes in the absence of a well-developed ground 
transportation system did not so far as one could see, greatly affect the funda- 
mental condition of the life and the economy of the people. 

Much has been said about the contribution of the railroads to the winning 
of the war. The contribution has been advertised and testified to almost to a 
point where it is either taken for granted or people have become bored hearing 
about it. It is a hard fact, however, which this committee cannot ignore in 
this day and age. Let me speak as one who, so to speak, was there. I haven't 
the slightest hesitancy in saying that without our railroad system, without its 
capacity to operate at a greatly increased level above normal, we simply could 
not have met this greatest logistic challenge of our time in the way we did. 
Although ships, planes, trucks were also involved it was the trains which moved 
the basic material and munitions of war, and it was the trains which moved 
the troops. The incessant movements to and from the ports, in and out of 
the camps, the constant crisscross of movement throughout the country, simply 
would not have been possible unless our railroads had been capable of a high 
pitch of sustained effort. The war in all its vast reaches—in the Pacific and 
in Europe—simply would have become static had the rail movements of the 
United States become seriously impaired. In sum, the presence of our railroad 
system was a profoundly important factor in the security of the Nation and 
of freedom itself. If there should be another world war—and certainly the 
possibility is still a menacing one—we can be very certain that there will be 
both eastern and western fronts, with probably a northern if not a southern 
front thrown in, and railroad movements through and across the United States 
will again largely determine the pace of the war. 

The burden which our railroads would have to bear in such a catastrophe is 
not hard to imagine. The fact is, railroads and good railroads are vitally 
needed in the United States in both peace and war. 

This is not to say that every system we now have must be maintained in its 
present form. But I do believe that it is a concern of national import that the 
substance of Our system, freed of all unnecessary restrictions and limitations, 
be preserved and revitalized. 

There is another element that I should like to emphasize in this broad con- 
sideration of our economy. In a sense, it is also based on impressions which 
I have gained from my recent trip but not exclusively from that experience. 
I refer to the unmistakable evidence of a new competitive economic offensive 
on the part of the Soviets. Although the Soviet Union and its policies consti- 
tute a real menace to the peace of the world, I am compelled to agree with 
those who feel that the Soviet Union and its leaders do not want war; that is 
to say, a large-scale war. I think both the leaders and the Russian people are 
beginning to realize, as we do, the horrendous character that such a world war 
would take. Moreover, they are quite uncertain as to whether they would win 
it—if, indeed, anyone in his senses could speak of “winning” such a disaster. 
But they do avidly seek a victory of other means. Heretofore they have pos- 
sessed a powerful supplement to their military strength in their massive propa- 
ganda machine. They seem now determined to add to both these former 
weapons a new one, namely, a strong economic offensive or challenge. We all 
know now their scientific achievements, some of which we have not, inci- 
dentally, yet been able to match. And those who have had the means of 
studying the situation must be profoundly impressed with the striking advances 
in the Soviet Union’s productive capacity. 

In a world whose major preoccupation at the present time is economic ad- 
vancement, this Russian example has considerable appeal. It seems that we 
are not going ahead at as fast a rate in terms of gross national product as is 
the Soviet Union, and this may be for very good reasons. But these figures 
are not hidden under a bushel by the Communists; the Russian people know 
them and the people of the underdeveloped nations know them. The Soviet 
Union acts with a certain spirit of confidence—confidence that in a measurable 
period of time at the present rate they will equal or surpass us. 
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Whether this is a fanciful hope or not I do not mean to say. But there is 
one thing of which I do feel certain—that in meeting this challenge we cannot 
afford to be wasteful of our talents, our resources, and our energies. Putting 
it as optimistically as we can, the fact is that we are up against heavy and 
formidable competition. We shall have to discipline ourselves and our activi- 
ties in all fields; we shall have to improve and strengthen them. Our educa- 
tional system needs tightening up and our entire economy needs tightening up. 

Heretofore, we have enjoyed a very happy ratio between our population and 
resources. As the President’s Educational Panel of Messrs. Killian, Rickover, 
and Tuve pointed out, we have not had to rely so much on close calculations, 
technology, and skills as other less favored nations have. Now, in terms of 
ratio of population to resources, we are being faced with a new challenge. 
And I think it is perfectly clear that we cannot permit such a vital factor of 
our economy as our railroads to continue to operate under outworn conditions 
and to continue to deteriorate without doing something about it. If such an 
important factor in peace and in war as our railroads is permitted to deterio- 
rate further we will have given an important hostage to fortune—a hostage 
which we cannot afford. 

In the highly competitive world which we now face, the railroads cannot 
operate and should not be compelled to operate with either the Victorian or 
Edwardian stays which now control their shape. In order to maintain our 
standard of living we must adjust ourselves to the challenge of our times. Just 
as we cannot afford to waste our resources; just as we cannot afford to be as 
leisurely in our educational practices; so we cannot afford to ignore the need 
of revitalizing our railroads. They are getting to the point where capital is 
no longer available to them—at least to many of them; so they cannot produce 
the profits which give them the means of serving the country’s commerce. 

Today it is said that it is only the eastern railroads that are in trouble, but 
I can recall the time when it was the western railroads, and the day after 
tomorrow difficulties may well affect all the railroads. The fundamental problem 
is to modernize our concepts in relation to the whole system. This may take 
some time, but it is important to begin at once and not allow intermediate 
remedies to interfere with the attack on the basic problem. 

The situation we now face has been foreseeable for some time. The problem 
has been moving down the road in a most conspicuous fashion for the last 10 
years, if not longer. Many vested interests have grown up with the course of 
the regulation of the railroads, and the character of the remedies varies in 
accordance with the interests of those which are affected. I do feel that the 
President’s Cabinet Committee made an excellent and penetrating report. I 
thought it contained many thoughtful conclusions, but I know of nothing that 
has been done thus far to implement them. 

So far I have talked mainly in generalities. But the committee is faced with 
a condition, not a theory. It seeks specific solutions. As I see it, the problem 
resolves itself into two main divisions. The most important relates to measures 
which will permanently improve the railroad situation. I will first discuss some 
of those measures which have been proposed, and then discuss briefly the need 
for Government loans over a short period which may be-neeessary to cope with 
the immediate emergency but which can never solve the problem. Government 
loans are only a palliative. Even the return of business activity to the level 
of 1956 would not cure the railroad situation without the measures of relief 
which I shall discuss. 

The recessionary trends over the past several months have pushed many of 
the railroads to the brink of financial disaster. But while much attention 
focuses on the immediate situation, it must be noted this is by no means the 
first time that an economic recession has shown the fundamental vulnerability 
of the railroad situation. Something fundamental must be wrong when these 
essential common carriers are so quickly laid low every time they are exposed 
to a spell of inclement economic weather or, indeed, to a spell of snowstorms 
or floods. We have had an ample warning of the need to review the underlying 
conditions an‘ transportation policies of the country. The margin of earnings 
of most railrdads has remained low by all reasonable comparative standards, 
even in the best years, and one of the prime needs of the railroads is improve- 
ment of their competitive position in the markets for long-term credit and equity 
capital. 

Under the conditions they have had to face and with the limited capital funds 
available to them, the progress made by the railroads since World War II in 


PROBLEMS OF THE RAILROADS 

























































































































































































































1956 PROBLEMS OF THE RAILROADS 


improving their properties and the efficiency of their operations commands con- 
siderable respect. For an industry earning only about 4 percent on its investment 
even in relatively good years, the expenditure of $14.5 billion since 1945 for 
improvements in plant and equipment has been a real achievement. These 
capital expenditures of the railroads are once again being drastically curtailed 
as a direct consequence of low and falling earnings. It now appears that the 
capital outlays by the railroads in 1958 may drop to about the 1954 recession 
level of $820 million, which would be 40 percent under the 1957 total. 

I suppose the fundamental disadvantage under which the railroads operate 
as compared with their competitors is in their right-of-way costs. The rail- 
roads, at their own expense, must build and maintain their rights-of-way and 
they have to assume the terrific cost of combating snow and flood. In addition, 
they have to pay huge real property taxes to the States in the localities through 
which they operate. While the plight of the railroads perhaps stems, historically 
speaking, from the holdover of regulation as a monopoly, it is my own view 
that we may find the basic cause in much more recent times. I do not intend 
to labor the point that the railroad monopoly no longer exists. That, I think, 
may be assumed by anyone seriously interested in the problem. 

The President’s Cabinet Committee, in its report of April 18, 1955, said: 

“Within the short span of one generation this country has witnessed a trans- 
portation revolution. All elements of the economy have been profoundly af- 
fected—investors in transportation property, geographic regions, distribution, 
individual shippers, the taxpayer, the ultimate consumers of goods and services. 
As late as 1920, the railroads held a virtual monopoly of intercity transportation 
with the exception of areas served by water. In striking contrast, there is 
available today a wide selection of transport methods for the movement of 
goods and people from one place to another with economy, expedition, and 
safety. The individual, whether traveling for recreation or business purposes, 
has a choice as between the private automobile intercity bus transportation, air 
transportation, and railroad travel. The shipper, distributing finished products 
to a nationwide market, is free to elect the use of his own trucks, common or 
contract carriers by highway, a continental and physically integrated system 
of common-carrier transportation by railroad, pipelines, coastal and intercoastal 
services, inland water transportation, or the rapidly developing air-cargo serv- 
ices.” 

What we need to do is to examine our own national conscience to find out 
whether we have carried out the basic transportation policy of the United 
States as laid down in the Transportation Act of 1940. As stated in that act: 

“Tt is hereby declared to be the national transportation policy of the Congress 
to provide for fair and impartial regulation of all modes of transportation sub- 
ject to the provisions of this Act, so administered as to recognize and preserve 
the inherent advantages of each ;”. 

The wisdom of this principle is self-evident. But where we have failed— 
and by “we” I mean all of us—is in our failure to carry out the very national 
transportation policy which we have had on the books since 1940. We have 
not regulated that industry so as to take full advantage, for the public welfare, 
of the “inherent advantages” of each mode of transportation. 

In examining this problem we must keep our eyes firmly fixed on the welfare 
of the public, because all along the way we will be met by the selfish opposition 
of vested interests in statutory, administrative, and court-created privilege. In 
final analysis, however, it cannot be denied that the public welfare will be 
served through the formulation and execution of a national transportation 
policy which gives each mode of transportation an equal chance under the law 
to establish and maintain the place to which it is entitled by its own “inherent 
advantages.” There have been previous attempts to accomplish this purpose. I 
need only to refer you to the long and largely ineffectual efforts in the past 
5 years. But these efforts were not made against a background such as we 
have today. The requirements of today may justify efforts which could not 
have been dreamed of in the complacent comfort of times which, though very 
recent, are far removed from our current necessities. 

In order to place it within the power of each mode of transportation to pre- 
serve its own inherent advantages the artificial restrictions on ratemaking must 
be removed. Each form of transportation has its own advantages which cannot 
be rightfully claimed by the others, and to the extent that the public is deprived 
of rates which reflect those advantages the public interest is not being served. 
The common-earrier truckers should be permitted to charge rates which the 








PROBLEMS OF THE RAILROADS 


1957 


competitive market will recognize as a fair price for their flexibility, frequent 
service, and speed over certain distances, and the railroads should be permitted 
to fix rates which reflect their position as the basic low-cost carrier of goods in 
quantity—both without regard to the effect of such rates on the business of any 
other carrier. Each mode of transportation should be allowed to seek the level 
naturally fixed by the interplay of innumerable and varying competitive factors. 
Only in this way will the public be afforded the benefits of a truly competitive 
transportation industry, and only in this way will the industry as a whole attain 
its ultimate strength. The regulatory bodies should be enjoined by statute 
from requiring a rate to be fixed by any mode of transportation because of its 
effect on another mode of transportation. 

Next, I am persuaded that the elimination of excise taxes on common carrier 
transportation of property (3 percent) and persons (10 percent) should be 
removed. These taxes were imposed as wartime revenue measures and, in the 
case of the tax on passenger transportation, as a means of discouraging civilian 
passenger travel. 

The tax on freight gives rise to discrimination between shippers based on 
differences between their size and financial position. Big shippers have the 
money to buy a fleet of trucks and avoid the tax, which is not payable on traffic 
not transported by a common carrier, whereas small shippers who can’t afford 
to buy trucks have to rely upon public carriage and have to pay the prescribed 
tax. It is also true that the freight tax discriminates between long-haul and 
short-haul carriage to common markets. 

During the fiscal year ended June 30, 1957, the Federal Government collected 
about $222 million from the passenger tax and approximately $468 million from 
the property tax a total of about $690 million. While there is no entirely accu- 
rate way of fixing the precise loss of revenue which would be involved in the 
repeal of the tax, the actual loss to the Government would unquestionably be 
very much less than the gross amount for two reasons: First, where the tax is 
paid for a business purpose it is deductible from taxable income; second, to the 
extent that repeal of the freight tax resulted in lower common-carrier freight 
charges it would tend to reclaim traffic for common ¢arriers. Such traffic would 
be incremental and would in many cases result in income subject to the present 
52 percent corporate tax rate. It has been estimated by the Bureau of Trans- 
portation Economics of the Interstate Commerce Commission that, because of the 
reclaimed traffic, the repeal of the 3-percent excise tax would actually increase 
revenues. 

Another item which could be dealt with promptly is the so-called agricultural 
exemption. This is not a matter of mere regulation of operating rules or rates, 
but a serious matter of competition to the common carrier—both truck and rail. 
Neither can compete with unpublished rates secretly given to meet the exigencies 
of an on-the-spot situation. The Interstate Commerce Commission has recom- 
mended to the Congress in its 70th Annual Report (November 1, 1956) that 
the act be amended to limit the exemption to transportation from point of 
production to the point where the commodities first pass out of the actual posses- 
sion and control of the producer. Bills to implement this recommendation were 
introduced in the 1st session of the 85th Congress as S. 1689 and H. R. 5823. 

The Chairman of this subcommittee introduced S. 2553, a bill seeking to limit 
the scope of the exemption. This bill falls short of the Commission’s proposal, 
but would tend to prevent further broadening of the exemption by court decision. 
While this bill, S. 2553, is net a complete solution to the problem, its enactment 
would be constructive and of substantial benefit to common carriers and, I think, 
of ultimate benefit to shippers themselves. 

The definition of “private carriage,” exempt from rate regulation under the 
Interstate Commerce Act, should be revised to restrict the exemption to legiti- 
mate private carriage. The report of the Presidential Advisory Committee pro: 
ceeds on the generally accepted premise that: “Historically, common-carrier 
service has been recognized as the hard core of our transportation system. Yet, 
in recent years there have been a number of developments that have mitigated 
against the maintenance of a financially strong system of common-carrier trans- 
portation.” 

The private carriage of the shippers’ own merchandise is not an issue, but 
what is in serious issue is the rapidly growing practice of disguising common- 
earrier service as private carriage through such devices as “buy and sell” 
arrangements under which the trucker temporarily takes title to the property 
so as to be able to offer rates lower than published rates. 
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That situation arises particularly where a shipper-owner carries his own goods 
in one direction, and wants to pick up a payload for the return trip. The solu- 
tion would seem to be to amend the Interstate Commerce Act to limit the ex- 
emption to cases where such transportation is solely within the scope and in 
furtherance of a primary business enterprise other than transportation. 

There are some special restrictions which are imposed on the performance by 
railroads of water and motor transportation and upon the entry of any surface 
carriers into air transportation. Under these restrictions, railroads may gen- 
erally operate as motor carriers only where the motor service is auxiliary or 
supplemental to rail transportation, and all surface carriers, including railroads, 
have been almost totally excluded from air operations. These restrictions seem 
clearly to be the result of a continuing fear of monopoly where that condition 
has long since ceased to exist. I believe that the present restrictions and in- 
terpretations should be liberalized insofar as the railroads are concerned and the 
entry of one form of transportation into another form should be subject only to 
the same restrictions of the Interstate Commerce Act and the Civil Aeronautics 
Act as are applicable to combinations of two carriers engaged in the same form 
of transportation, that no one may begin new carrier operations, or acquire con- 
trol of existing carriers by motor, water, or air without the approval of the In- 
terstate Commerce Commission, or, in case of air, the Civil Aeronautics Board. 

Any transportation company seeking to enter another field of transportation 
would be required, like any other applicant, to prove that such entry is required 
by public convenience and necessity and is consistent with the pubile interest. 
However, where a transportation company could satisfy that burden of proof, it 
would be free from any other or special restrictions such as are now imposed. 

It is axiomatic that the interdependence of various sections of the country, 
and of the world, increases in direct ratio to the availability of communications, 
including transportation. As we progress in this direction it becomes more and 
more difficult to say that the maintenance of an unnecessary and unwanted local 
passenger service is solely a local problem. It is not a local problem when that 
service is continued at the ruinous expense of an industry which is an essential 
part of our national transportation system. Yet, unfortunately, the discon- 
tinuance of station facilities or passenger service is generally subject to the 
control of State regulatory commissions which operate under local pressures, 
regardless of the national transportation policy or the ability of the carrier to 
continue to operate in interstate commerce. 

The result is that railroad management is not able to apply established busi- 
ness and economic principles to the ordinary day-to-day conduct of its business. 
In many cases, therefore, the so-called national transportation policy is, in effect. 
being administered by local commissions which are not officially concerned with 
the national policy at all. 

This situation could be considerably alleviated if jurisdiction were given to the 
Interstate Commerce Commission in the area of train service discontinuance or 
consolidation, and the discontinuance or consolidation of stations or agencies, 
where there is an undue burden on interstate commerce. 

I shall end my testimony with a brief discussion of the need for a temporary 
loan program to save from bankruptcy those railroads whose financial condition 
has become so seriously impaired that they cannot carry on until the permanent 
remedies become effective, at least without such a curtailment of maintenance as 
to impair their service. This committee has already been advised that working 
eapital of the railroads, particularly the eastern railroads, has sunk to a level 
which makes it extremely difficult for some of them to meet even their current 
payrolls. According to published statistics, net working capital, exclusive of 
materials and supplies, of all the railroads declined more than 20 percent in 
1956 and another 20 percent in 1957, thus showing a continuous erosion of the 
resources on which the railroads must depend to meet their day-to-day 
obligations. 

Senator Magnuson and others, including some representatives of the railroad 
industry, have proposed as one of the solutions for the railroads’ problems Gov- 
ernment loans to railroads or Government guarantees of loans made to rail- 
roads by others. It seems to me clear that Government loans to railroads or 
Government guarantees of loans cannot represent any real solution to the prob- 
lem which the railroads are facing. That fact was clearly demonstrated in 
the depression of the 1930’s when, in spite of many hundreds of millions of dollars 
lent to the railroads by the Government, there was no improvement in the situa- 
tion of the railroads until the beginning of the defense activities in connection 
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with the European war. Any loan or guarantee program without other relief 
simply is the beginning of a long downhill road ending in bankruptcy if the loans 
are discontinued or in Government ownership if they are continued. 

In my earlier testimony I have suggested some things which the Congress can 
do to help the railroad situation and other things have been suggested by other 
witnesses who have appeared before you. I want to say with all possible force 
that many, if not all, of those things must be done if the railroads are to be able 
to carry on as successful transportation companies. You cannot accomplish 
your duty to the country and to the railroads simply by providing some procedure 
for loans to meet the temporary emergencies unless you go beyond that to pro- 
vide some real answers to the problems which the railroads are facing. 

Nevertheless, we must all recognize that there are some railroads, particularly 
in the East, which may not be able to carry on without serious financial difficulty. 
and even bankruptcy, without some kind of temporary emergency help. It may 
be felt that bankruptcy may be the only ultimate solution for roads in that 
situation and that may be correct. However, the emergency has come upon us 
so suddenly and the chances that the problems can be solved by the proposed 
remedies are so good that it may be worth while to postpone the decision as to 
which roads, if any, need to go through bankruptcy until there is an opportunity 
to see how much they can recover when the necessary relief is provided by 
Congress. On that basis, and only on that basis, I am prepared to recommend 
that this committee recommend to Congress some form of limited and temporary 
loan legislation. 

The public is most seriously hurt, when railroads have financial problems, 
from the necessity to defer maintenance and curtail service, thus giving the public 
less satisfactory service and, perhaps, even endangering safe operations. Ac- 
cordingly I suggest, tentatively, that loans authorized on the temporary basis 
which I am recommending should be made primarily for the purpose of enabling 
the railroads to continue their normal maintenance programs during the cur- 
rent year, pending the relief which I believe Congress should give them by other 
legislation. 

As a practical matter the specific purpose for which loans are to be made is 
not a matter of major importance so long as the amount of money loaned is 
adequate, with the carrier’s other resources, to enable it to operate its railroad, 
keep up its maintenance and pay its fixed charges, taxes, and principal maturi- 
ties. It is, of course, important that the amount to be loaned to any specific 
carrier should be adequate to accomplish those purposes. Looking to the future 
it seems to me particularly important that adequate maintenance should be 
provided for and that the carrier should not be required to skimp maintenance in 
order to pay fixed charges and taxes. 

I think it is important that the legislation authorizing loans should be spec- 
ifically limited to a period of 1 year so that it will be clear that it is to meet a 
temporary emergency and only on an emergency basis. Because of its temporary 
nature I would be strongly opposed to the creation of any new orgainzation to 
administer the loans which I believe would be wasteful and unnecessary and 
would tend to prepetuate a condition which should not be perpetuated. I would 
recommend that, as proposed by Senator Magnuson in his draft bill, the loans be 
administered by the Secretary of Commerce out of a fund to be authorized by 
Congress. 

Because the loans, to accomplish their purpose, must be made quickly in many 
eases. I prefer direct loans to guarantees. The problems involved in working 
out a private loan guaranteed by the Government are substantial, and I see no 
real advantage to the Government in the circumstances we are here discussing 
in substituting a guaranty for a direct loan. 

Because of the need for speed and because the proposed loans are not for capital 
purposes but for current operating purposes, I think that the loans should be 
made without security. I also think that to accomplish their purpose they 
should be for a period of 20 years and should bear interest at the rate of 6 
percent per annum with, of course, the right to prepay without premium. 

The borrowers should agree that so long as the loans are outstanding they 
would not pay any dividends or make any other distribution to stockholders or 
other security holders except mandatory payments of principal and/or interest. 
I suggest the elimination of security on the theory that many railroads most in 
need probably could not furnish adequate security, and also on the theory that 
the Government should make its experiment in helping the railroads in the pub- 
lic interest without adversely affecting the rights of existing bondholders. 
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If maintenance is to be the primary purpose of the loans, I would suggest that 
railroads be permitted to borrow up to, say, 50 percent of the total amount which 
they spend for maintenance of way and equipment (excluding depreciation and 
retirements) in 1958. I am told that the maximum amount made available by 
that formula, on the basis of 1957 maintenance expenditures, might be in the 
neighborhood of $1,400,000,000 but, as a practical matter, it is unlikely that more 
than a small part of the maximum amount available will actually be borrowed, 
since most carriers can probably get along without such borrowing and will 
obviously prefer to do so if they can, and others will not need to borrow the full 
amount available. 

In the alternative, loans might be authorized, up to a specified maximum, to 
pay fixed charges, taxes and principal maturities. 

I have attempted to give a general view of the importance of our railroad 
system to our economy and our security. I have attempted to select certain 
measures which I feel are fundamental, reasonable, and capable of prompt ac- 
complishment. I have suggested, with some hesitation, a method of temporary 
financing which might carry us through the present rather acute emergency. The 
latter is only a temporary measure, a palliative and by itself would only post- 
pone a more evil day. I make all these suggestions with the realization that in 
total they do not deal completely or adequately with the problem which the 
country faces in respect of its railroads. 

I have referred to the great burden which the railroads carry as compared with 
their competitors in their ownership and maintenance of their own rights-of-way 
on which the heavy local property taxes are superimposed. I recognize that 
this and other fundamental matters are worthy of further consideration and 
study. I would, therefore, urge that it is the duty of the Congress to continue 
its studies of the whole problem. 

I do not believe it will be possible in any one session of Congress acting in the 
closest conjunction with the executive authority of the Government to make all 
of the changes which should be effected in order to enable the railroads to meet 
the challenge of our times. 

I am very grateful to this committee for the invitation to present my views as 
well as for the attention it has given to this somewhat lengthy statement. 


Mr. McCuoy. First, I think I should say something by way of 
qualifications, and so forth. 

It may seem somewhat strange that a banker should be down here 
testifying on railroad problems. But in my early life I was a practic- 
ing lawyer, indeed, up to the time of the war, I was a practicing lawyer. 
I like to think of myself in many cases now as a lawyer. In the early 
part of that practice, it seems, I was almost exclusively devoted to 
railroads and railroad matters. This was the day of the railroad re- 
organizations of the early twenties and thirties. And in those days 
We were reorganizing western railroads. Now it seems that the prob- 
lem is eastern railroads. 

I sort of feel a little disturbed at the thought that perhaps toward— 
I won’t say I hope the end of my career but at the maturity of my 
career, I find myself thrown into railroad problems. I do want to add 
this to the record, that I am here purely as a private individual, not as 
a representative of my bank. And I want to point out that my bank 
is not a special pleader in respect of the railroads at all. Indeed, I 
would imagine that probably we do more business with truckers and 
the airlines and aircraft industries than we do with the railroads. 

So I want to accent the fact, if only for the sake of my deposits, that 
I am here on an entirely personal basis rather than as a special pleader 
for any particular form of transportation. 

But I have been very much interested in railroads all my life. 

Senator Smatuers. Would you mind telling us a little bit about 
your Government experience ¢ 


Mr. McCtioy. Yes; I shall speak of that. 
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I think my chief qualifying experience in the Government was the 
fact that I was the Assistant Secretary of War during the entire period 
of the war, and I had a very close connection with and a full opportu- 
nity to observe the part that the railroads played, indeed the part that 
other means of transportation played in what was, I suppose, the 
greatest logistical challenge which the Nation has ever faced. 

Now, perhaps I might also say that by reason of being in the posi- 
tion that I now hold, I do have some perspective of the general econ- 
omy of the country, and I hope of some relationship between the 
transportation industry and the other industries of the country. 

I must disclaim, having said all this, however, that I am in any 
sense an expert on railroad problems, and there are many, many 
questions in the railroad field that I would not be at all competent 
to answer. 

I have had an opportunity since I have been back from this—I just 
was around the world, as a matter of fact, primarily visiting the Far 
East, but I have had an opportunity, a brief opportunity, to scan 
through the record taken before this committee of the testimony, 
particularly of the railroad executives, and I find that very much of 
what I have to say has already been touched upon, and I don’t want 
to be repetitive. 

I do feel there are 1 or 2 things I would like to emphasize, however, 
in regard to the importance of the railroads and the vital factor that 
they are in our economy. 

One of the things that I would like to stress is the enormous in- 
vestment of the country, and by the country I mean everybody, in the 
railroads. I refer not only to the present investment values that are 
in the railroad system, but I refer—nor, indeed, to the sum total of 
them, all those including those that have been washed out in the 
various reorganizations over the years, but I am thinking also of the 
initiative, the determination, the courage, the savings that went into 
the whole concept of our railroad system in its creation. 

In short, I think the railroad industry, if perhaps not more than 
any other, at least as much as any other—let me put it that way, is a 
sort of national expression of our vigor and our character as a nation. 

I remember, of course, in the early days the emphasis that was placed 
upon the regulation of the railroads, the fact at the time that they were 
a clear monopoly and had to be treated and regulated as such, when the 
existence of a railroad line was the life and death of a community; 
there was no other way for them to go unless they did go by the rail- 
road, unless it was the pony express, and it wasn’t only the school 
teacher that Ben Fairless was talking about but the whole community 
was locked in there, and it was a very important necessity to regulate 
the railroads to see that they didn’t whip around these communities 
at their whim. 

Since then we have had this revolution in transportation, and now 
we find the railroads in this highly competitive condition up against 
some of the most modern forms of transportation, and you almost are 
tempted to say, “Well, is the day of the railroad gone, and should they 
not just sort of move over, so to speak, and let room be made for the 
truckers and the airlines people?” With the thought that they are at 
best obsolescent. 

I was rather struck on this, if I may go back to a personal experience 
that I had very recently when I was in southeast Asia. I was in a 
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capital city of a very sizable character, and we had to take a trip, and 
we naturally went down and took an airplane. It was an hour’s air- 
plane trip. We spent the day. We went from one airplane to an- 
other, took just about an hour. Toward the end of the day, when 
we started to come back, the airplane would’t turn. There was some 
malfunctioning of the electrical equipment, and I had a meeting that 
evening with the president of this country—with the King of this 
country. So it was rather important for me to get home. And the 
first thing I said was, “How about the trains? Can we go back?” 
Why, they just laughed at me. Indeed, there was nothing there to 
penetrate that jungle in that 1-hour flight. And in spite of the fact 
that we had taken advantage of the highest form of transportation, 
modern transportation, still it was all jungle in between, and the in- 
termediate country hadn’t been developed; there was no means, not 
even a telephone running from where we were back to the capital. 
But I was very much impressed with that, to realize that even with 
the most modern developments, how necessary it is to have a funda- 
mental network. 

As I went around the world, I began to associate, indeed, was forced 
to associate in my mind the standard, the high standard of living of 
the countries that had a real network of highways, to be sure, but also 
railroads. And particularly railroads. 

So I think that is a mistake to suppose that the railroads, even apart 
from defense, are in any way—anything other than a very funda- 
mental and very important factor in our economy. 

I suppose that I should say something about the part that the rail- 
roads played in defense, although I suggest—I imagine that others 
have testified to that. 

Indeed, I heard this morning that some generals had been here 
testifying about it, but I can speak in the sense as one who was there. 

The ships and the planes and the trucks were also involved in this 
tremendous movement of munitions of war that we experienced dur- 
ing the war, but there is no doubt in my mind that the major factor 
in it all was the railroads. When you consider the fact that you had 
to move from the Pacific to the Atlantic and from the Canadian 
border to the Mexican border with the crisscross of camps and move- 
ment of troops in and out of the camps as they completed their train- 
ing on both passenger and freight aspects of the problem, the contribu- 
tion was mighty and indeed so majer a factor in the whole war effort 
that I don’t believe anybody can suggest that we could have won the 
war at all without the service that the railroads gave to this Nation, 
and its security and that of the free world and our allies. 

Senator Scnorrret. Mr. Chairman. 

Senator Smatuers. Senator Schoeppel. 

Senator Scnoerret. On that point, don't you feel that in the national 
defense picture, alone, what might happen, despite all the competition 
that the railroads are having and they are going to continue to have 
when we finish this overall great highway system, that it would be 
incumbent that some type of consideration on the part of our Gov- 
ernment be given to providing or maintaining a standby service which 
the railroads, themselves, should not be required to meet financially out 
of their earnings ? 
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Mr. McCvoy. I think that there is an element in the railroad prob- 
lem that is so closely related to our security, and I can’t escape it with 
the experience that I have had, that I feel that perhaps something 
in the nature of subsidy by way of standby is necessary. 

I share with Mr. Fairless sort of an antipathy to subsidies of any 
sort, but I do feel that with at least the menacing character of the 
world today, that even though we feel that at the moment no one 
really desires war, we are faced with a real threat of possible war, a war 
in which we are going to have east sectors and west sectors, we are 
going to fight in the Pacific and Atlantic and, goodness knows, I sup- 
pose in the Arctic, if not in the south. I think to meet the strains of 
such an effort it is only provident that we should have the equipment 
necessary to meet it, just as we have equipment in the form of weapons 
to meet such an eventuality. 

Now, that is a qualification of my general philosophy, which is 
against the concept of a subsidy, but I can’t divorce the railroads, as I 
say, in the light of my experience, from this very fundamental natural 
security element. 

Senator Scuorrren. If we do not do that in a direct subsidy way of 
some kind, on a fair and equitable basis, on the defense angle of the 
thing, then certainly it would be incumbent on the Government or 
regulatory agencies of Government to permit some kind of a tax ad- 
vantage to inure to the benefit of the railroads to provide for that kind 
of service ? 

Mr. McCrory. The subsidy could take different forms, and possibly 
tax-benefit form. 

Senator Scnorrren. Yes. 

Mr. McCuoy. There is another thing that I would like to talk 
about—again, a part of my experience, and a part of this recent trip 
that I took: I went through this part of the world I had never been 
in before, southeast Asia. I had seen other evidences, —— 
in Germany, of the struggle between the free world and the totali- 
tarian world, but I saw the infiltrations of the Russians on the ground 
in this rather remote section of the world. 

Senator Smatruers. You were the High Commissioner for Ger- 
many, for the record ? 

Mr. McCoy. I was Military Governor first and then High United 
States Commissioner for Germany. 

The Russians, I am compelled to believe, don’t want a war. I 
rather feel that those who are arguing that way, perhaps, have the 
best of the argument. I don’t know that it is entirely clear. But 
I have no doubt at all that they still seek to dominate and to dominate 
the world for that matter. 

I think you need no less authority than Khrushchev’s statement 
yesterday. He said we are going to win and we are going to win over 
capitalism and the capitalistic world. 

He has a great advantage in having a very solid military machine 
which he didn’t demobilize after the war was over. He has had, in 
addition to that, a very excellent propaganda machine. 

Now he is coming up with another challenge, the Russians are com- 
ing up with another challenge that is very noticeable in that part of the 
world, which is the economic challenge. They are making a great 
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to-do about the fact that their gross national product is moving ahead 
at a faster rate than ours. There may be reasons for that, but this is 
the thing that they cite. 

‘And they talk about not only their great scientific developments, but 
they point to the enormous increase in their productive capacity in 
respect of steel particularly, and they are, everywhere that you see, 
you see them throwing in this economic challenge to us. 

You see it in the forms of the display of their modern equipment, and 
it is very modern equipment, in these underdeveloped countries. It is 
interesting to see that they seem to be advertising in the windows 
computers as well as tractors. 

It is all a matter of propaganda. Then they hand out to the people 
in the villages a. showing the fact, giving citations of their 
gross national product or their steel capacity, and what-not, to a 
village who has scarcely got a loin cloth on. 

All this leads up to the feeling that we are in a very competitive 
world, that we are going to have to take account of our resources to a 
far greater degree than we ever had in the past. You have had a very 
fortunate ratio of population to resources in the past and I think we 
have been in a position where we could be somewhat wasteful of many 
forms of our resources, including our educational resources. I have 
the feeling that in such a tremendous industry as the railroads, we 
can no longer afford not to tighten them up, not to apply some entirely 
new thinking to them, in order to enable them to serve the country in 
peace, in this competition—if it is going to be peace—in war, if it is 
going to be war, without the unnecessary restrictions, and, as I say, in 
my statement here, a little perhaps too graphically, without the Vic- 
torian or the Edwardian stage which seems to now be determining the 
shape of the railroads. 

I feel this very strongly and I think this is the fundamental of the 

roblem that this committee faces. It is the toughest problem, I think. 
t is not too difficult to find a way by which you can take care of an 
immediate need to give some palliative to this situation. 

But the real problem is to get a new concept of the railroads than we 
have ever had before, and the part that they play. It is going to 
mean that you have to examine into this whole problem of their 
ownership of the right-of-way, necessity to maintain the right-of-way, 
enormous costs involved in that, only one incidental of which is clear- 
ing of the snow off the roadbed. 

And on top of that, this enormous taxation that they have to undergo 
locally, which Ben Fairless referred to. When you put those two 
things together, together with the regulatory system that we have 
imposed on them, you do depress the railroads and suppress the rail- 
roads to a degree that I don’t believe any of their enlightened com- 
petitors would agree that, in the last analysis, they would wish them 
to be subjected to indefinitely. 

This is, as I say, a very large problem and a very difficult problem, 
but I think that unless we do do it, we are giving too valuable a hostage 
to fortune in our competition with the totalitarian world. They are, 
they do have some advantages, at least there are temporary advan- 
tages, in the way they can turn people’s abilities and energies on and 
off, with the dictatorial system. 
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They do have enormous resources in the Soviet Union and they have 
this general use for propaganda which seems to be quite —— to 
the Free world, indeed to some of the people that—to the nonfree 
world, and indeed, to some of the people that are on the edge. 

I just think that we have got to tighten this element of our body 
politic, and industrial up in the same way that we will have to do it 
in our educational system, and our industry in general. 

I had a chance to glance through the President’s Cabinet Committee 
report on this subject of transportation. I thought it was in very 
many respects a very penetrating report and indicated that it had 
given very thorough consideration to the subject. And I am sure 
that this committee has got it very much in mind. 

I understand Secretary Weeks is going to speak before this com- 
mittee next week. Now, I have talked so far just about generalities. 
I think I ought to get down to some real suggestions, and they take, 
in my mind, two forms. Again emphasizing that I am not an expert, 
I have tried to think of the things that could be done immediately, of 
a rather long-range nature that would benefit the railroads and go 
somewhat to the heart of the problem, if not the complete heart of the 
problem. 

One of the members of the committee this morning indicated that 
this was a continuing problem and that no one committee or no one 
session of the Congress could possibly cope with it all, and I agree 
very thoroughly with that. But there are some things that I think 
can be done that are somewhat controversial, perhaps, that should be 
done, and then there is another element of the problem which is the 
immediate problem you face in terms of financing, what I do term 
the palliative. 

Now I know you have had a great deal of testimony thus far in 
respect to these various problems; testimony has been given in regard 
to the working capital of the railroads. Indeed the figures that I 
heard, Mr. Chairman, were even more horrendous than yours. They 
were down to a matter of 714 days, I think, of payroll, rather than 
several weeks. 

Senator Lauscue. 714 days? 

Mr. McCroy. Well that was a figure that has been quoted to me 
that I haven’t verified. It is based on a figure of some $138 million 
of total working capital after you deduct materials and supplies and 
I think it gets down to about 714 days of payroll. 

Whether that is true or not, if it is 714 weeks, it is bad enough, 
but. I think it is worse than 714 weeks, considerably. 

Senator Lauscuer. Have you thought out the matter enough to be 
able to say 1, 2, 3, 4, what we ought to do? 

Mr. McCrory. Yes; I won’t bother you with any more statistics. 
You have had plenty of statistics. 

Senator Bricker. Does that 714 days apply to 1 railroad ? 

Mr. McCoy. No; it is general; overall. It is a tremendous diminu- 
tion in their working capital. You can say, “why was this in one 
period after World War II they were in pretty good shape?” But 
it does look, as you look back on it, that their margins were very slim, 
and anybody who was really concerned about it could have seen this 
elephant coming down the cowpath. 
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You are now to the point where even inclement weather 

Senator Bricker. I might say that some members of this committee 
pointed out as long ago as 1951 the precarious situation and outlined 
the problems as they are today, and then Korea came along and they 
lost interest. 

Mr. McCrory. Then interest died out, according to the foibles of 
human nature. But it was there, it was obvious that, except in an 
extraordinary situation, the margins were too thin. They weren’t 
earning enough. The first thing I would suggest is the thing I have 
heard you speak about, on which we had some testimony this morn- 
ing, that is, their ability to make rates, competitive rates, involving the 
inherent advantage of the particular mode of the carrier. 

I don’t know that I need to testify any more about that, because so 
much of it has been in the record, but I believe—and I listened very 
attentively this morning to the testimony of Mr. Freas, and I sup- 
pose he hasn’t completed it yet. 

To me it wasn’t persuasive against what I consider to be the weight 
of the evidence of the failure of the railroads to have greater elbow 
room, greater freedom in determining their rates. It does seem to me 
under the policy of the National Transportation Act, which now seems 
to be gone by the board, it was the intention to give each transporta- 
tion system the ability to compete in accordance with its inherent 
advantages. 

But now you can’t do that under the present provisions of the law 
and the figures—if I may just take a little time out here to speak about 
Mr. Freas’ testimony and the impression it left on me this morning, 
because it was just to this point, and this is one of the main points that 
I think this committee has to consider, namely, the extent to which 
the railroads should be relieved from regulation. He showed these 
figures of the motor transportation costs, and the rail transportation 
costs, and the point was shown that in the short-haul areas that the 
costs of the railroads exceeded those of the motor transportation, and 
then there was an intermediate period, and as you got into the long 
haul it was the other way around. 

Well, I say why not let that nature take its course in that? In the 
long-haul area, if the railroads have a favorable position, give them the 
full opportunity to take advantage of that position. And I say the 
same thing vice versa for the short haul. Then let them fight it out in 
the intermediate period. 

I notice he said he didn’t think the rates should be dependent solely 
or exclusively on ascertainable costs or whatever the phrase is. I still 
would like to know why not. Because it seems to me that the public 
would be benefited if they could get the lower rates, take the advantage 
of the lower rates, and if you say anything else you are driven to con- 
clude, as Mr. Freas this morning did, that some other considerations 
have to enter into it, community interest, or as he put it, in the end, 
so that you would avoid driving another mode of transportation out 
of business. Well I don’t think you will drive them out of business, 
you won’t drive them out of the short-haul business in this particular 
case; you may drive them out of the long-haul business, but isn’t that 
the way perhaps it ought to be? You shouldn’t ruin another mode 
of transportation, said he, but the railroads are being ruined in certain 
places, in certain areas of transportation today. 
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So I am not appalled at the thought, in spite of his testimony, that 
you should base these things upon costs, assuming that you are within 
the margins, that there be freer opportunity on the railroads to make 
competitive rates. 

And in spite of what Mr. Freas said this morning about the few 
cases in which the applications had been turned down, in the first place 
it takes time to make an application, and there are some delays. A\|- 
though I understand there are some improvements in that, it does at 
best take a long time to get your application through, and this isn’t 
something that industry generally is subjected to. 

Moreover the figures that he gave about the small number, relatively 
small number of applications that were turned down, I wonder 
whether those figures are really significant. In how many cases do 
the railroads not make any applications at all because they know it 
would be futile to move in that area ? 

They know what the law is, they know what is the use of putting 
in an application if you know that you are going to have a turndown 
as a matter of law. So that I am not so sure that Mr. Freas’ argu- 
ments—and I realize they were truncated as a result of the convenience 
of the witnesses this afternoon so that I hesitate to speak too emphat- 
ically about it, but those are some points that I would like to have 
heard Mr. Freas on further. 

But this is the first thing that I would say, the ability to take care 
of the rates. The second, I would say, are the excise taxes. Now I 
haven’t liked excise taxes. Excise taxes were put on, I always 
thought, primarily for war purposes. 

In the case of the railroads, they were put on passenger traffic for 
the very purpose of discouraging passenger traffic, and the 3 percent 
transportation tax I would take off as an advantage to the railroads, 
but I would take it off in respect to the truckers as well. 

It does give rise to discrimination between shippers, based upon 
differences in their size and their financial position. It is somewhat 
magnified as a result of the long- and short-haul carriage of common 
carriers. I don’t believe, although I may be—the Secretary of the 
Treasury may take issue with me on that—I don’t believe it would 
amount to such a significant loss of revenue that it is something that 
the Congress couldn’t seriously consider. 

On page 15 and so on I have tried to give a little argument as to 
why that wouldn’t amount to a subs{antial loss in revenue. But if it 
did, I still wouldn’t be abashed by it, because I think it is in the right 
direction. 

That is the second thing. The third thing I would say would be 
to straighten out this matter of the agricultural exemntions. I am 
told, I don’t know, that there are 83 of them now. That thing has 
grown like Topsy. It has gotten from the simple farmer’s product 
up to processed products, and as I understand, there is a Supreme 
Court decision on it which has expanded it. 

That seems to me ought to be checked. It is something that can be 
done right away. I am told by those who ought to know, that it 
would have a substantial effect. As to what particular legislation 
would be the one that would be most adapted to that, I would leave to 
you gentlemen and other experts to tell. 
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The fourth thing I would say would be private carriage, that 
problem, with which I am sure you are all familiar. There has been 
a great deal of testimony in the record, this evasion of buy and sell, 
it is a fiction that has grown up, and I don’t believe that anyone can 
seriously maintain that the public interest is going to be served by 
having such a-fiction continue. 

That, I think that the Congress can deal with. 

The next thing I would suggest in trying to be as specific as I can is 
this matter of diversification, and the ability of the carrier to move 
into other areas. I would think that on that there should be no arti- 
ficial restrictions, but leave it simply to the Civil Aeronautics Board 
or the Interstate Commerce Commission to determine whether or not 
in the public interest and the public convenience, the service that the 
applicant seeks is to be authorized. 

I would just take off the wraps and let it be determined as it is 
determined now between these various modes of transportation. I 
don’t believe the grandfather clause in respect of truckage, is any 
longer in keeping with modern thought. If one railroad in 1935 
had had some trucking facilities, should that necessar ily give him that 
right as against another that only had, made the attempt somewhat 
ater ¢ 

So I would broaden their ability, subject to the determination of the 
respective agencies to extend and diversify their service. 

nother thing that—it has already been touched upon—and that 
is this question of the jurisdiction of the Interstate Commerce Com- 
mission to review the local determinations of facilities. 

Senator Laucur. That is abandonment of services, you mean? 

Mr. McCuoy. Yes, sir, that is what I am talking about. And this is 
a national transportation system that we have and there are situations 
that can develop intrastate which very definitely affect the national sys- 
tem, in view of the fact that the railroads are so tinged with a national 
interest, a security, a military security, as well as an economic security, 
I feel that there is something very much to be said in favor of their 
having the right to this inter—Interstate Commerce Commission hav- 
ing the right to take a look at it from a national point of view. 

Now, I come with great diffidence—those are the things that I 
would say that you can do now. I would say that you have got to also 
study this fundamental question that has been brought up about the 
terminals, the great metropolises, the commuter tr: affic, how you cope 
with that, and this thing that I referred to once before, how do you 
deal with this enormous burden that the railroads now have of own- 
ing their rights-of-way, of having to pay property taxes on them and 
in addition to that, to maintain them, meanwhile, when their com- 
peting services don’t have anything that is measurable with respect to 
that burden. 

I have heard it said that the railroads at one time had land grants. 
That was in the days of the Indians, it has long since been paid back. 
That is no reason controlling on the present situation. I think if you 
look back on the facts of that, you will find that whatever advantage 
there was there has long since been liquidated. 

But there is a very difficult problem 

Senator Bricker. Liquidated by act of Congress? 

Mr. McCuoy. That is right, that is right. That requires study. 
As much as I am opposed to study when “the house is burning, I do 
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feel it is necessary to have a study made of these fundamentals going 
on while you concurrently take the steps that you can take that do, at 
least, approach the heart of the problem. 

Now, to come to what I would consider the palliative, that is take 
care of this immediate emergency, the fact that the railroads, some 
of them at least, cannot meet current payrolls and current mandatory 
charges. Now Senator Magnuson has referred to and has made some 
suggestions in regard to this problem, in terms of guarantee of loans 
for capital expenditures. 

But with all due deference, I am not so sure, in fact I am quite sure 
that the capital expenditures are not the problem today. It is the 
maintenance, it is carrying on the railroad. The thought that I have 
is that you should perhaps do something at this time—and in this I 
know I have a lot of people who disagree with me—that I think you 
propebiy should do something at this time while these measures are 

eginning to take their effect and have themselves felt, to fend off 
disaster. 

I would—lI don’t mean to say that I think every railroad system in 
the United States should be preserved, I don’t believe we ought to set 
up the RFC again. I think that loans just, per se, may only be 
greasing the slide which we are already on down to the furnace. 

But 1 do think that with this period of experimentation to see if 
we have not started at least to solve the problem, that there perhaps 
should be given to these railroads the opportunity not to go into 
bankruptcy until those items begin to take hold. 

It is on that basis, and I think only on that basis, that I would 
recommend that we do have some form of limited and temporary loan 
legislation. The loans that I would suggest would be made primarily 
for enabling the railroads to continue their normal maintenance pro- 
grams, and by that I mean also taxes, mandatory charges, during the 
current year, and pending this relief which I think that the Congress 
should give them. 

I think as a practical matter that the specific purposes for which 
the loans should be made are not a matter of major importance, as 
long as the amount loaned is adequate and enables it to operate the 
railroad and to pay its charges and maturities in that period. 

I have thought that perhaps a good measure of it would be the 
maintenance charges, the maintenance expenses of the various roads. 
Perhaps that would be too much, too large, too liberal an allowance, 
but some percentage of that might be agreed upon. I think this, that 
the loans should be limited to a period of 1 year. That is to say, they 
should be made in a year, but I would have them have a very long 
maturity, say 20 years, and I would have a high interest rate, so that 
all the roads wouldn’t rush in to take this loan, there would be an 
impediment to taking it, but those that had to take it, would take 
it and you wouldn’t have a pending maturity just a year hence that 
they would have to meet. 

Senator Bricker. It would likewise be an encouragement to pay it 
off as soon as they can. 

Mr. McCtoy. Precisely. I prefer direct loans to guaranties. I 
think guaranties—it is already pointed out, we are almost guaranty 
mad. I am not talking about in respect of this particular proposal I 
am making, I am talking against guaranteed obligations of railroads 
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nerally. The minute you start that you introduce a sort of a 

resham’s law in the investment field. Nobody then will invest any 
money unless it has got a guarantee. 

Senator Lauscue. There is a further danger there, we may start 
guaranteeing for the truckers and the barge lines. 

Mr. McCrory. Everybody else, yes. I would make this loan to the 
railroads a very definite 1-year period of loans. People say that is too 
short. Maybe it is, maybe it isn’t. At the end of a year I would 
like to see whether these other measures are beginning to look up. I 
would provide that the, as I say something like a 6 percent per annum 
interest rate, with the right to repay without premium. And I think 
the borrowers should agree as long as those loans are outstanding that 
they won’t pay dividends for any other charges that are not mandatory. 

And I think that the loans should be unsecured. I think most of 
them that are in bad shape can’t secure anyway, and with that long 
maturity, I don’t think that the security at this point is a particularly 
important thing. 

nator Smaruers. You say that you recognize that possibly under 
some emergency situation these loans should be made, but with certain 
conditions which you have set out. But you do not think there should 
be guarantees, there should be rather than that, direct loans. 

Do you know of any agency of government that could 

Mr. McCtoy. I would go direct to the Treasury with it. I wouldn’t 
have an intermediate agency. They did it once before and they did it 
rather well. I would have that sort of temporary aspect to which I 
think is very important and advisable. 

Senator Smaruers. You mean it would require legislation author- 


izing the See of the Treasury to lend them money? 


Mr. McCtoy. That is right. I emphasized the absence of security 
not only because I think a good many of them don’t have security, 
but I believe that this experiment in helping the railroads should be 
made in the public interest without adversely affecting the rights of 
existing bondholders, which Harry Hagerty so well represents. 

Senator Lauscue. He nearly fell out of his chair. 

Mr. McCioy. Well, the maximum amount—I am told that the max- 
imum amount that would be made available if you limited this figure 
to 50 percent of the amount that they spend on maintenance of way 
and equipment in 1958, would be something over a billion dollars, but 
I think as a practical matter that is more than you need. 

And it is unlikely that a small part of that maximum amount would 
be borrowed since all the carriers would want to get along without 
that type of borrowing. And it would only be a real emergency that 
they would take it up. 

Senator Purrerit. Mr. McCloy, you would want, of course, all of 
these previous suggestions put into effect before they would have the 

ower to borrow, because it isn’t the lack of money that has put them 
into their situation today. 

Mr. McCroy. No, it is not. 

Senator Purtety. So loaning the money wouldn’t be the answer? 

Mr. McCrory. No; I emphasize that. 

Senator Purtreti. So that would be contingent upon these other 
matters. 
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Mr. McCuoy. I wouldn’t recommend this loan without the others. 
I make that quite clear. Now, I have tried to give a view of the im- 
portance of the railroad system to the security and economy as best 
T can see it. 

I have attempted to select the measures which I can at least sort of 
clamp down on with my mind, as being things that can be done. There 
may be others. I have suggested, as you can see with some hesitation, 
this form of temporary financing to take care of the emergency, and 
I have also urged that there is need for a study not in substitution, or 
an alterntaive of these things that I have sugegsted, but as a continu- 
ing necessity by reason of the great imponderables that are involved 
in them, and with that I think that is about all I have to say. 

I am very grateful, indeed, to this committee for inviting me, and 
I do feel the situation requires the type of statesmanship which this 
committee and its chairman displayed in discerning this need and 
holding the hearings re which action can be based. 

Senator Smatusrs. Thank you very much, Mr. McCloy. 

Are there any questions ? 

Senator Brickzr. No. Only to say that I appreciate the presenta- 
tion. I think it was most constructive and most helpful to us, 

Senator Smaruers. Thank you, sir, very, very much. 

Senator Purteiy. I would like to make just this one brief observa- 
tion. 

On page 14 you mention that you think that ratemaking powers 
should be removed. I just wondered, since we must address ourselves 
to just how this might be done, I wondered what factors do you think 
should be considered in ratemaking, Mr. McCloy? 

Mr. McCroy. Well, I have tried to indicate that I thought that this 
compensatory rate is perhaps the fundamental of it, and that I haven’t 
been impressed with the argument that they should be made on the 
basis of determining what some other mode of transportation in that 
field may be making. 

I have heard of this three “shall nots” bill. I haven’t read it. I 
just have heard what it was. I understand it would tend to indicate 
the basis upon which the rates could be made, and from what I know 
of it, I am inclined to think I would agree with that. 

Senator Scuorrret. I would like to ask, Mr. McCloy, you have 
talked about, as I gathered from your testiomny here, the short-range 
emergency approach. That is where your big emphasis is. But this 
committee and the Congress, if we do anything in the railroad situa- 
tion, have got to consider a long-range policy. 

Mr. thar, Yes. 

Senator Scuorrre.. Now, do you think we have got too many rail- 
roads today ? 

Mr. McCrory. Well, I think that—I am inclined to think we have; 
ves. 

Senator Scnorpret. All right. 

Then the emphasis should be put on maybe shrinking them down 
or consolidations ? 

Mr. McCrory. Well, there has been testimony here—I would be just. 
repetitive of that—— 

Senator Scnorrret. Yes. On that I would like to ask you: 
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What in your considered judgment, as head of a big banking insti- 
tution, and pretty well following all the ramifications economically, 
what do you think is the greatest impediment to consolidations? Is 
it the terrific stock ownership? How can that be handled? What do 
you really consider is the biggest impediment ? 

Mr. McCtoy. I wish I could answer that, Senator. There was a 
time when I maybe could have. But I haven’t been in touch with the 
railroads for so long that I don’t know what it is that causes them to 
hold back now from making application. 

I think that I couldn’t testify authoritatively on that. 

I was rather intrigued with this suggestion that was made that 

erhaps Mr. Hagerty might get some people who are really involved 
in this thing, such as Mr. Sunderland, Atkins, Hatch, experts dealing 
with this problem, and with railroads all the time, to determine 
whether it 1s legal delays or impediments or what shortcuts might be 
taken in order to bring this about, or whether it is just the dread of 
going through a long ICC hearing, and the striking of section 5, is 
the answer. 

I don’t know. I would like to talk to some people about it that I 
think would know, and if I have any thoughts, I would be glad to 
give them to you. 

Senator Scuorrret. They would be most gratefully accepted. Be- 
cause I am sure we are going to have to give some consideration to that, 
in a long-range policy program. If it needs legislation, why, ob- 
viously that is a matter that we are going to have to seriously consider. 
And we should have the benefit of good constructive judgment on 
those very important matters, because they can only come now, as has 
been testified to, when they voluntarily do so. And I, for one, would 
reluctantly expect to force them into it. But there ought to be some 
avenues, legislatively or otherwise, provided, after careful thought 
and study, to meet this thing, because I am just as sure as I am of 
sitting here, with what little experience I have had on this committee, 
that we are going to be confronted with something along that line in 
a most constructive way, I hope. 

Mr. McCrory. Thank you very much. 

Senator Smaruers. Thank you very much, Mr. McCloy. You have 
been very helpful. Thank you very much. 

We stand in recess until 10 o’clock Monday in the Caucus Room, 
when we will hear the Secretary of Commerce. 

(Whereupon, at 5:25 p. m., the subcommittee adjourned, to recon- 
vene at 10 a. m., Monday, March 31, 1958.) 
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MONDAY, MARCH 31, 1958 


Untrep States SENATE, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
SUBCOMMITTEE ON SURFACE TRANSPORTATION, 
Washington, D. C. 

The subcommittee met, pursuant to adjournment, at 10 a. m., in the 
Caucus Room, Senate Office Building, Senator George A. Smathers 
residing. 

Senator Smaruers. The meeting will come to order. 

We are going to have, not as our r first witness but to make the open- 
ing statement, the able j junior Senator from Georgia, Senator Herman 
E. “Talmadge. 


STATEMENT OF HON. HERMAN E. TALMADGE, UNITED STATES 
SENATOR FROM THE STATE OF GEORGIA 


Senator Tatmaper. Thank you, Mr. Chairman. 

1 am deeply grateful to you and the members of the Surface Trans- 
portation Subcommittee for affording this opportunity for the poultry 
industry of Georgia to be heard on the question of removing poultry 
products from the ICC exempt list. 

I do not appear as an expert on the technicalities of the question 
under consideration, but I do wish to address the subcommittee briefly 
as one who is vitally interested in the welfare of the Georgia poultry 
industry from the standpoint of what it means economically to the 
State I have the honor to represent. Then I shall present to the 
subcommittee a man who can testify as an expert and answer whatever 
questions the subcommittee may have. 

The poultry oe is a $200 million-a-year business in Georgia. 
Geor gia leads the Nation in the production of broilers, and 1 out of 
every 7 chickens sold commercially in the United States is hatched, 
‘aised, and processed in Georgia. Georgia farmers realize a greater 
cash income from poultry than from any other farm product, including 
cotton. 

Therefore, Mr. Chairman, you can understand that I do not speak 
idly when I say that whatever affects the welfare of the poultry in- 
dustry affects the entire economy of the State of Georgia. 

The principal factor in the growth which the poultry industries of 
Georgia and other States have enjoyed is that they have developed 
ona strictly free-enterprise basis without Government controls, sub- 
sidies, or interference. The healthy competition thus generated has 
had the result not only of boosting the economies of the States and 
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localities concerned, but even more important of giving the consumers 
of America more wholesome poultry products at less cost. 

Any change in the present exemption of agricultural products 
from ICC regulation would, in my opinion, constitute a backward 
step. In the case of the poultry industry it is certain that the result 
of any sueh change would be to increase the industry's transportation 
costs substantially which, in turn, would mean higher prices to the 
consumer and lower prices to the farmer. 

I say that because past experience with regulated transportation of 
poultry products indicates that the reimposition of Tce regulation 
would mean an increase in shipping costs up to 50 percent. The in- 
dustry could not absorb such an increase because, dependent as it is 
upon volume to make up for its small margin of profit, the increase 
would be greater than the margin. 

Therefore, I wish to emphasize to the subcommittee that action 
such as is proposed would have the effect of giving business to com- 
mon carriers at the expense of the farmer and the consuming public. 
While I am not unmindful of the plight of common carriers, partic- 
ularly the railroads, I can see no logic in seeking to remedy their 
distress by placing, in this time of economic recession, greater bur- 
dens on the farmer who already is in such dire economic circum- 
stances. 

In substantiation of my statement about the rate increases which 
could be expected in the event poultry products should be removed 
from the ICC exempt list, I wish to submit to the subcommittee for 
incorporation in the record of these proceedings a memorandum 
prepared for me by the poultry processors of northeast Georgia. 

Mr. Chairman, I request that this be made a part of the record at 
this point. 

Senator SmatuHers. Without objection. 

(The above-mentioned document is as follows :) 


{Memorandum from poultry processors in northeast Georgia for Hon. Herman E. Talmadge 
concerning Senate bill 2553] 


TRANSPORTATION OF DRESSED POULTRY TO MARKET IS ESSENTIALLY THE 
TRANSPORTATION BY FARMERS OF THEIR PRODUCT TO MARKET 


Poultry processing in the South is just one step in the production of poultry 
for market and consequently is a part of poultry farming. 

Of the 8 poultry-processing plants in Gainesville, Ga., all but 3 are owned by 
poultry producers who operate the plants to process and market poultry which 
they have grown. 

The following illustrates the connection of poultry processing with poultry 


farming: 
Percent of 
birds produced 
by plant owners 


Gainesville plant: (approximate) 
Is Soa eecircnnesigi ee ba innuciosatagianeoeaneiaiaoes 100 
Ce ee eee ct hea bo msnvg coetemenenenaeo arenes 80 
enren “rea. 010d ai en eo eal los 30 
ie i NI sai chess desing ein dep eebinnss & eesedch cei ido 44 
I alts il hn dh sirens 20 


One of the largest processors of poultry in the southern poultry area is a 
co-op processing and marketing poultry produced by. its own members. Most 
other plants in the southern poultry area are owned by poultry producers who 
operate the plants to process poultry which they have grown. 

The regulation of transportation of dressed poultry would be the regulation 
of poultry farmers in the transportation of their own product to market. 
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PIEDMONT POULTRY EXCHANGE, GAINESVILLE, GA. 
REGULATED TRANSPORTATION HANDICAPS POULTRY MEN 


Prior to the court determination in 1954 that transportation of dressed 
poultry is not subject to rate regulation, poultrymen found it extremely diffi- 
cult to obtain transportation of poultry into certain areas. One reason for this 
was restrictions as to area contained in carrier ICC authorizations. Another 
reason was reluctance of carriers to haul into an area from which they did not 
have authorization for available return cargo. The result was that, while 
transportation of poultry was regulated, it was almost impossible to obtain 
transportation of poultry from Georgia to Minnesota, Pittsburgh, and the 
Dakotas. This forced most poultrymen to buy trucks and enter transportation 
business. 

Upon the court declaring transportation of poultry exempt from rate regu- 
lation, poultrymen were able to ship into all areas at reduced cost. 

The following is a comparison of cost to Piedmont Poultry Exchange of 
transportation in 1952 while regulated and in 1958 while not regulated: 


{Rates per hundredweight net] 


| 1952 | 1958 
Columbus, Ohio_. iin en Lite cada ional $2. 04 $1. 50 
Racine, Wis ; ‘ s4és si ecaeanounshs SS 2. 25 1.60 
Cincinnati, Ohio... -.--- > aceiuartgastbtise tellingsinin ety veteechentiea seulicigeians Anais 1.77 1. 25 
Miami, Fla.___-- eerearae vaakel pas cheese ot jimdelbeos tapings ster ails ine aiae | 2. 04 1.00 
CUM Lk. 3 Solas gh. cod Sih otitie date aeihk veel 2.19 1. 50 





DIXIELAND’S PRIDE, GEORGIA BROILERS, INC., GAINESVILLE, GA. 


The increase in cost of transportation of poultry which would result from reg- 
ulation of its transportation is best illustrated by the decrease in such costs 
since 1953, when most poultry was hauled either by plant-owned trucks or reg- 
ulated carriers. The following is a comparison of actual costs to Georgia 
Broilers, Inc., for transportation from its plant at Gainesville, Ga., to the 
destinations shown below : 

[Per hundredweight net] 





Destination 1953 rates 1958 costs 
COG dances dnd dena k ; Lcapanranh aie i $2. 19 $1. 43 
New Orleans. .---.--.-- ie abieas contin debit tose eee 1.69 | $1.05- 1.21 
ae haa cies he ; a i i gals ig al aeoln = Sig ce 2.04} 1.00- 1.20 
I testi aniedhiahaiatan bi dadeiage bn weiss shhh chal ebdedinitic neatly tod aetaaies | 1. 68 -85- .95 
Se ie ccdne eekaviuines os aiscce telat aanateeaeaa aera : ae aiante 2.00} 1.00- 1.50 
Milwaukee. --- -- acca aa ees ni cide ig aie alte onse ee ea okade.< 2.27 1. 52 





GAINESVILLE FRYER, INC., GAINESVILLE, Ga. 


A fifty-percent increase in freight rates would mean increased costs of one- 
half cent or more per pound of dressed poultry. It would be impossible for 
the processors to absorb the rate increase, because it is greater than the proc- 
essor’s margin. With very competitive markets it is possible that the grower 
of live poultry would receive less for the live poultry than he is receiving now 
under nonregulation of dressed poultry freight. 


CONCLUSIONS 


The north Georgia poultry area is more distant than most other poultry areas 
from all major markets except Florida. 

Poultry producers in other areas already have cost of transportation advan- 
tage over the north Georgia area. 

The records of Georgia Broilers, Inc., attached indicate that the increase in 
cost of transportation of poultry by regulation will be 50 percent or more. Even 
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if this increase is general, the result will be that poultry producers in areas 
nearest the large concentrations of population will have a 50 percent or more 
greater advantage in transportation on costs over the poultry producers in north 
Georgia than they now have. 

The only way for poultry producers in north Georgia to combat this will be 
to buy trucks and transport their own poultry. This will keep regulation from 
benefiting regulated carriers. It will also give advantage to plants financially 
able to buy and operate trucks over plants not able to buy and operate trucks. 

The Georgia poultry area is more distant than most other poultry areas from 
all major markets except Florida. 

Poultry producers in other areas already have cost of transportation advan- 
tage over the Georgia area. 

For example, at present, dressed chickens can be shipped from Gainesville 
to New York for $0.02 per pound; from Greensboro, North Carolina, to New 
York for $0.015 per pound; from Delaware to New York for $0.005 per 
pound. Philadelphia, Boston and other large market areas carry like dis- 
parities. A 25 percent increase in rates would make the differences even greater. 
In considering other market destinations such as the west coast, the Midwest 
and the Northwest, we would find similar differences in comparison with closer 
by areas. Differences exist now, but on exempt items these differences can be 
overcome to some extent, but if these differences were increased, the long range 
effect would be that chickens might have to be produced closer to the market. 

The records of Georgia Broilers, Inc., attached indicate that the increase in 
cost of transportation of poultry by regulation will be 50 percent or more. Even 
if this increase is general, the result will be that poultry producers in areas 
nearest the large concentrations of population will have a 50 percent or more 
greater advantage in transportation on costs over the poultry producers in 
Georgia than they now have. 

Whereas, a poultry area near a metropolitan center now has $0.01 or more 
per pound transportation cost advantage over southern poultrymen, if trans- 
portation costs are increased by 50 percent by regulation, this transportation 
cost differential will be increased to $0.011%4 or more. 

The only way for poultry producers in Georgia to combat with this will be 
to buy trucks and transport their own poultry. This will keep regulation from 
benefiting regulated carriers. It will also give advantage to poultrymen finan- 
cially able to buy and operate trucks over poultrymen not able to buy and 
operate trucks. 


Senator TatmMapcr. Among other facts it shows that rates prior to 
the ruling of the Supreme Court in 1954 which placed poultry prod- 
ucts within the scope of agricultural exemption were as much as double 
those in effect today—that being true despite today’s inflation and 
high costs. 

here are two facets of this question to which I feel the sub- 
committee should give careful consideration before making any 
determination. 

The first is that processed poultry is a farm product and not a manu- 
factured product in the sense of the ICC definition. The shipment 
of ast and packaged poultry is part of the procedure necessitated 
by modern consumer demand to get live poultry from the farm to the 
store. Proof of this is the fact that in many instances poultry process- 
ing plants are owned by farm cooperatives or the poultry producers 
themselves. 

At this point, Mr. Chairman, I would like to insert affidavits in the 
record from some of the poultry processors of Georgia. 

Senator Smatuers. Without objection. 

(The above-mentioned affidavits are as follows:) 


AFFIDAVIT 
GrorerA, Hatt County 


This is to certify that J. D. Jewell, Inc., Gainesville, a processor and dis- 
tributor of poultry products, grows on its own farms and by contracts with 
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individual farmers all of the broilers which it subsequently processes for sale, 
and has at all times approximately 1,500,000 birds located and being grown on 
farms owned by and under contract with J. D. Jewell, Inc. J. D. Jewell, Inc., 
grows and processes approximately 160,000 broilers per week amounting to 
approximately 400,000 pounds. 
Sworn to and subscribed this 26th day of March 1958. 
(Signed) Charles J. Thurmond, 
(Typed) CHARLES J. THURMOND, 
Executive Vice President, 
J. D. Jewell, Inc. 
(Signed) Wr.141am L. Norton, JR., 
Notary Public. 


AFFIDAVIT 
GrorGIA, HALL CouNTY 


This is to certify that Poultry Enterprises, Inc., Gainesville, Georgia, a poultry 
processor, produces on its own farms and by contracts with farmers, approxi- 
mately 90 percent of the poultry dressed and shipped from its processing plant. 
Poultry Enterprises, Inc., processes approximately 100,000 birds per week, 
amounting to approximately 300,000 pounds per week. 

Subscribed to and sworn this 27th day of March 1958. 

(Signed) S. G. Stewart, 
(Typed) 8S. G. Srewart, 
Vice President, Poultry Enterprises, Inc. 
(Signed) Wut11AM L. Norton, Jr., 
Notary Public. 


AFFIDAVIT 
GEORGIA, HALL CoUNTY 


This is to certify that Marell Farms, Inc., a processor of dressed poultry, 
Gainesville, Ga., grows and produces on its own farm and by contracts with 
individual farmers on their land, approximately 25.5 percent of the total birds 
processed. Marell Farms processes approximately 700,000 birds monthly. 

Subscribed to and sworn under oath this 27th day of March 1958. 

(Signed) W. T. Ellison, 

(Typed) W. T. ELLison, 
President, Marell Farms, Inc. 

(Signed) WrurtxLi1amM L. Norton, Jr., 
Notary Public. 


AFFIDAVIT 
GroreIA, Hatt County 


PIEDMONT POULTRY EXCHANGE, 
Gainesville, Ga., March 28, 1958. 
This is to certify that Piedmont Poultry Exchange, a processor of dressed 
poultry, Gainesville, Ga., and affiliated companies, grows and produces itself 
and under contract with farmers approximately 44 percent of what it processes. 
Subscribed to and sworn under oath this 29th day of March 1958. 
(Signed) T.H. Paris, 
(Typed) T. H. Parts, 
President, Piedmont Poultry Exchange. 
(Signed) Mrs. Lona O’NEAL, 
Notary Public. 


Senator Tatmapce. The second is that fresh poultry is a highly per- 
ishable product which demands complete flexibility in transportation. 
In many cases shipments must be started on the road with only a 
general destination and the driver receiving actual delivery instruc- 
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tions while en route. Such flexibility, of course, is impossible with 
common carriers operating on fixed. schedules and predetermined 
routes. 

At present there is keen competition among independent carriers 
for the business of the poultry industries. This has resulted in lower 
rates and a price break for the consumer. To put poultry shipments 
under ICC regulation would be to put an end to this advantage en- 
joyed by the buying public. 

Georgia poultry processors tell me that reimposition of ICC regula- 
tion on their shipments will force them to buy and operate their own 
trucks. If such be the case, it is obvious that the common carriers 
would not benefit by the change and many independent operators 
would be put out of business. 

Therefore, I beg of the subcommittee that it consider this question 
as it relates to poultry products in the light of its many serious eco 
nomic ramifications. A decision made in that light, I am confident, 
will be one to allow the poultry industry to continue to operate on 
the free-enterprise basis which has served not only the industry but 
also the farmer and the consuming public well. 

As to the broad questions of agricultural exemptions, I can under- 
stand the desire of the sponsors of pending legislation to effect a 
realistic definition of what constitutes an agricultural product. [am 
aware that there probably are areas of “abuse under the present 
definition. 

It is my view that any new definition should have its basis not in the 
form of the item but rather in whether it is being handled as a natural 
step in the procedure required by present-day consumer tastes for the 
farmer to get his produce to market in a salable form. As a general 
rule, I think a fair yardstick would be that if ICC regulation of the 
transportation of a product would result in a reduced price to the 
farmer then that product still is in the process of transition from farm 
to market. 

It is now my pleasure, Mr. Chairman, to present to the subcommittee 
a man who is perhaps better qualified than any other in the country 
to discuss this question from the standpoint of the poultry processor. 
He is Charles J. Thurmond of Gainesville, Ga., who is executive vice 
president of Jesse D. Jewell, Inc., one of the Nation’s largest poultry 
producers and processors. He is immediate past president of the 
Associated Industries of Georgia and presently is serving as chairman 
of the City Commission of Gainesville—the city to which we in Georgia 
refer as the “Poultry Capital of the World.” 

Mr. Thurmond is here today as the representative of and spokesman 
for the Georgia Poultry Federation. With him are Alpha A Fowler, 
Jr., of Douglasville, Ga., president of the Georgia Poultry Federation ; 
Harold Ford, executive secretary of the Southeastern Poultry and Egg 
Association; and Willard Strain of Dalton, Ga., president and owner 
of Strain Feed & Coal Co. of Dalton and one of Georgia’s leading 
poultry growers. Messrs. Fowler and Strain are not here to testify 
but will be pleased to answer any questions which the subcommittee 
may have to ask of them. 

In closing, Mr. Chairman, let me call the attention of the subcom- 
mittee to the fact that on tomorrow you are scheduled to hear from two 
other Georgians who also are well qualified to testify as experts on this 
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question. They are Mr. Roy FE. Parrish and Mr. C. W. Paris of 
Atlanta, who will be repr esenting the Georgia Cotton Producers As- 
sociation, our State’s largest agriculture cooperative. 

Mr. Parrish is director of the association’s peanut operations and 
Mr. Paris is director of its poultry operations. They will testify with 
respect to the application of the pending proposal to their respective 
fields. 

I am confident that Mr. Thurmond today and Messrs. Parrish and 
Paris tomorrow will be able to give this subcommittee data which will 
be most helpful in its consideration of the question now before it. 

Mr. Chairman, I thank you and the members of the committee, and 
now present Mr. Charles J. Thurmond. 

Senator Smaruers. Thank you very much, Senator Talmadge. 

Mr. Thurmond, we will make your statement in full a part of the 
record, and you might proceed in any way that you like. 


STATEMENT OF CHARLES J. THURMOND, EXECUTIVE VICE 
PRESIDENT, J. D. JEWELL, INC., GAINESVILLE, GA. 


Mr. THurmonp. Thank you, Mr. Chairman. 
Mr. Chairman and members of the committee, my name is Charles J. 
Thurmond. I am executive vice president of J. D. Jewell, Inc., a 
poultry grower and processor of Gainesville, Ga. I am appearing in 
behalf of the Georgia Poultry Federation, an organization consisting 
of over 1,100 members and associate members from all segments of 
Georgia’s vast poultry industry. 

Georgia has, for the past 5 years, been the leading broiler-producing 
State in the Nation. During 1956, Georgia produced and marketed 
222,780,000 broilers at a value of almost $130 million. In 1957 Georgia 
produced and marketed 261 million broilers at a value of $150,336, 000. 
Conservative estimates of the number of steady employees working in 
Georgia’s broiler industry alone runs well over 25,000. During these 
same 2 years, cotton and tobacco, formerly leading income producers in 
Georgia, have shown the following totals: V alue of cotton: 1956 
$104,926,000, and 1957, $70,131,000; value of tobacco: 1956, $64,495,- 
000 and 1957, $48,435,000. I submit these figures to show the i impor- 
tance of poultry to the agricultural economy ‘of Georgia. 

An extension of poultry figures will show that two- thirds of the total 
national production of broilers is concentrated in nine Southern 
States: Georgia, Arkansas, North Carolina, Alabama, Texas, Missis- 
sippi, Louisiana, South Carolina and Florida. Marketing of this farm 
commodity involves shipment to the major consumer areas of the 
Nation, including, New York, Chie: ago, Detroit, Philadelphia, Mil- 
waukee, Minneapolis, St. Louis, Salt Lake C ity, Denver, Los Angeles, 
San Francisco, and points in Canada. All of these markets are distant 
from our point of production. 

The marketing of this farm product, which is so vital to our State 
ind area, requires a flexibility of transportation that is not possible 
with carriers subject to ICC regulations. Many poultry production 
ireas are traversed by a limited number of common carriers.’ These 
available carriers can reach many markets but do not reach all markets 
where we sell poultry and poultry products. Many markets can be 
reached by common carriers only by circuitous routing and interchange 
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of equipment involving delay and added marketing costs. Exper- 
ience in the past, when we were permitted by law to ship poultry only 
by eilated carriers, has proven that there are several markets that 
were closed to us because of this condition. This would obviously 
restrict our potential markets. 

The exemptions in the Motor Carrier Act accorded to agricultural 

roducts have been most helpful in the growth of our industry. 

Poultry i is highly perishable, particularly i ice-pac ‘ked poultry, in which 
condition about 90 percent of our production is shipped. For this rea- 
son our shipments cannot be subjected to the availability of regulated 
carriers. Transportation must be available when needed, either day 
or night, and be able to make immediate delivery to designated points. 
There are occasions when the destination of a proposed shipment may 
be changed within 1 or 2 hours of loading time. At other times it 
becomes necessary to divert a shipment while in transit. A shipment 
may even leave the shipper without a firm destination. The driver 
checks back with the shipper from check points along the route and is 
able to deliver fresh merchandise to customers with a minimum of 
delay. These procedures are followed because of marketing problems 
inherent in the business rather than from choice. Under our present 
system, we are able to adequately serve our customers at a minimum 
of cost. 

The carrier who is exempt from ICC regulations is able to provide 
the personalized and individualized service required by the nature of 
our products. Regulated carriers could not duplicate this service, even 
if they had authority to deliver poultry anywhere in the United States. 

Experience has shown that we can get better service and better 
rates from independent truckers. Both of these are essential to the 
continued existence of the poultry industry. Any increase in the 
hauling rates will have to be borne by the consumer or, as is so often 
the case in agricultural products, by the farmer who actually pro- 
duces the commodity. During the year of 1957, the 9-State area 
mentioned earlier produced and marketed 2,445,861,000 pounds of 
poultry. In addition to the difficulties inherent in delivery by reg- 
ulated carriers, we estimate delivery cost increases would average 
approximately one-half cent per pound. This would cost the con- 
sumer and/or the producer $12,229,000. 

Competition in the poultry industry has been so keen that profits 
cannot absorb the rate increases that would come from putting 
dressed and frozen poultry under ICC regulations. The increase in 
cost of delivery resulting from use of regulated carriers would amount 
to close to 50 percent. Under present marketing conditions, this is 
a greater figure than the net profit shown by the processing segment 
of the industry marketing of poultry. 

Mr. Barton. Mr. Thurmond, does most of your poultry move as 
frozen poultry or is it refrigerated without being frozen ? 

Mr. Tuurmonp. About 90 percent of it is ice packed—fresh packed 
as it is referred to; about 10 percent is frozen poultry. 

Mr. Barton. Does that include the part that goes to the west coast 
and Canada? 

Mr. THurmonp. Yes, sir. Ice pack even goes to the west. coast, 
however, as well as frozen. 
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It is our contention that the Supreme Court, in ruling that dressed 
and frozen poultry are agricultural products, was aware of the dif- 
ficulties inherent in the marketing of poultry. The fact that a chicken 
has had the feathers removed and been eviscerated does not convert. it 
into a manufactured product that can be handled like a shirt or a 
wooden table. It is still a farm product which must be rushed to 
market, preserved carefully in transit, sold promptly, and consumed 
in a short period of time or it has no value. 

This is a time when our national leaders are struggling with the 
problem of relief for the farmer. The poultry industry is one seg- 
ment of agriculture which has never asked for or received any Gov- 
ernment assistance of subsidy. If not further penalized by rate in- 
creases, we will be able to solve our own problems, meet competition, 
and make an honest living while remaining independent. 

Farmers who were no longer able to prosper by production of ex- 
isting crops have developed this great industry in the best American 
tradition of free enterprise. Our trucking companies, too, are oper- 
ating under the free-enterprise system and are helping the economy 
of our State. We do not feel we should be forced to have our poultry 
hauled by regulated carriers when we can do it more efficiently, more 
satisfactorily, and more economically. 

It is our considered thinking that any move which will remove 
dressed and frozen poultry from the list of agricultural products ex- 
empted from the Motor Carrier Act will prove a great blow to the 
future of thousands of American farmers all over the Nation. 

Thank you, sir. 

Senator Scnorrre.. Mr. Chairman, I would like to ask the gentle- 
man a question. 

Senator Smaruers. Senator Schoeppel. 

Senator Scuorrret. For how many years have you built up the use 
of the exempt carrier in your Georgia industry? Has it been over the 
last 3 or 4 or 5 years? 

Mr. Tiurmonp. Since the Supreme Court decision; I believe in 
1953 or 1954. At that time we were using regulated carriers. Our 
particular company had our own trucks at that time. Some of the 
other processors also used their own trucks and regulated carriers. 

Senator Scuorrret. I would like to ask you this, if you can en- 
lighten us, and understand that I am not an expert in the poultry busi- 
ness, I am interested in it just as you are: When you were relying 
upon the common-carrier service, which you say is a limited service, 
over that which you now are availing yourself of, did your poultry 
production in getting it to market increase as it has increased since 
the Supreme Court decision ? 

Mr. THurmonp. You are asking for my particular company or the 
industry ? 

Senator Scuorpre.. First your individual organization, and then 
for the industry, please. 

Mr. THurmonp. Speaking for my own company, we had to get our 
own trucks prior to this decision of the Supreme Court, because we 
had what we referred to as milk runs, maybe 10 or 12 stops en route that 
might take a week to make that particular run. We couldn’t get the 
regulated carriers to take that. We were forced to get our own vehi- 
cles, which we didn’t want to do. 
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Speaking for the industry generally, prior to the Supreme Court 
decision, they were using the regulated carriers most of the time, ex- 
cept a few of them had their own trucks, also, and operated similar 
to the method that we did. 

There is a distinction between our company and most of the others 
because we sell only frozen poultry. It is 100 percent frozen, where 
most of the others are operated ice-packed. 

Senator ScHorrrer. Then you have found it necessary in your in- 
dividualized business as well as your association business to have a 

eater degree of flexibility of regular common-carrier routes that you 
oes developed as an industry in order to move forward, as you view it ? 

Mr. Tuurmonp. Yes, sir; that is correct. 

Senator Scnorrret. And, of course, you have found it, as you have 
testified to here, a cheaper service ? 

Mr. Tuurmonp. A cheaper service, yes, sir; and more flexible. 

Senator Scnorrren. What was your experience with reference to 
your industry by the use of common carriers on spoilage ? 

Mr. Tuurmonp. They give good service. We have no complaints 
on service that the regulated carriers give. 

Senator Scnorrren. In other words, your idea is that you can 
further expand your market on the off-common carrier routes to 
greater advantage, and that from the standpoint of the actual service 
rendered between common-carrier service and your private-carrier 
service, you see no great distinction in the quality of service rendered 
as such? 

Mr. Tuurmonp. The service is fine. Occasionally there would be 
more delays with the common carrier than if we had our own vehicles 
or were dealing with an individual contractor right there in our local 
community, who maintains trucks right there available within 30 min- 
utes call, whereas the common carriers that we use in our section come 
out of Atlanta, and it takes anywhere from 3 to 4 to 5 hours, 6 hours 
maybe, to get trucks there. 

Senator Scnorppen. Thank you. 

Senator Smatuers. Senator Lausche ? 

Senator Lauscne. I have no questions. 

Senator Smaturrs. Thank you very much, Mr. Thurmond. We 
appreciate your testimony. 

Mr. Tuurmonp. Thank you, sir. 

Senator Smaruers. For the members of the subcommittee T will 
say that I am in receipt of a letter from the Secretary of Commerce, 
which I will read as it is addressed tome. It is dated March 31, 1958: 

You have been most understanding and cooperative in the matter of meeting 
our ideas as to a time which would best suit our needs for the purpose of 
presenting the administration’s views on the railroad problem now under con- 
sideration by your subcommittee. New and important circumstances, however, 
have made it necessary for me to write you this letter. 

I should stop there to interpolate by saying that the Secretary of 
Commerce and his assistant, Mr. Rothschild, were scheduled to appear 
before us today. 

When Under Secretary Rothschild talked with you last Tuesday we had every 
expectation that we would be ready today to present to your subcommittee the 
administration’s recommendations for dealing with this problem. The admin- 


istration has had the matter under intensive study for some weeks and the 
progress made has been substantial. There are some aspects of the matter, 
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however, the resolution of which involves considerations of governmental and 
economic policy quite far removed from the railroad problem itself. The study 
of these larger factors has not been completed. 

I am sure that the public and all who are concerned with the railroad problem 
would consider it unwise for the Government to adopt any program affecting 
an industry occupying such an important role in our economy and in which our 
Government has such a vital interest until all aspects of the matter have been 
thoroughly weighed. 

We are certain that any program dealing with the railroad problem must be 
devised not only to cope with the immediate situation but also with the basic 
long-range causes which underlie it. As soon as possible after the Easter recess 
we shall present such a program and would most sincerely hope that your 
subcommittee would be ready and willing to hear us at that time. 

Sincerely yours, 
SINCLAIR WEEKS, 
Secretary of Commerce. 

We will make this letter a part of the record. 

I think I should say, in fairness to the subcommittee, that these 
hearings were announced last November—November 1957. We 
started the hearings in January. I think it was the second week in 
January. We have had hearings almost every other week since that 
time, through January, F ebruary, and March. 

About 2 weeks ago I talked with Assistant Secretary Rothschild, 
at which time he indicated that he would like to have some waiver 
of our rules with respect to submitting a statement. Of course, I 
knew that the subcommittee would be delighted to accommodate him 
in any way we could, so I readily yielded ‘to his request. 

Thereafter we postponed our hearing date until last week. I think 
they were scheduled for last W ednesday or Thursday. Once again 
Assistant Secretary Rothschild and his counsel came over and we 
visited again, and they wanted = postpone their appearance until 
today. In this matter we were gain delighted to cooperate with 
them and told them, of course, that we thought the railroad problem 
was of sufficient urgency that we should move forward as fast as we 
could, and that it was our hope that these public hearings would be 
concluded before the Easter recess. So it was then agreed that they 
would come over, of course, today. 

We now have the letter in which they indicate that they will not 
come over today, and that they have not yet apparently arrived at 
their decisions on a lot of matters that are related to this problem. 

I would like to say that we have been announcing to everyone that 
we want to conclude these hearings before the Easter recess. 

We believe that the urgency of this problem is such that if we are 
ever going to accomplish anything this year, the subcommittee must 
go into executive session and begin to determine what it is we can 
report out and what it is we can’t. What we do here, obviously, is 
going to take considerable time in getting it through the subcom- 
mittee, through the Senate, and then, of course, it has to go through 
the House of “Representativ es, where once again hearings will be held. 
Whether or not we can beat the general recess for the ‘balance of the 
year is still quite a problem. If we are going to do something, we 
must proceed. 

I would like to say for the record that I am sure—and I think I 
speak for my colleagues—that we will keep the record open and that 
we will be delighted to have the Secretary of Commerce and his coun- 
sel submit a statement. I am sure every member of the committee 
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would like to read it and will read it with great interest. The sooner 
they can send it over to us after the recess, the better it will be for all 
of us. 

Senator Scuorrre.. I agree. 

Senator Smatuers. Tomorrow we are going to continue with the 
Chairman of the Interstate Commerce Commission. We got about 
halfway through with him and we decided to carry him over until 
Tuesday and take some witnesses who were from out of town. Chair- 
man Freas, Commissioner Arpaia, and Commissioner Minor will ap- 
pear tomorrow, along with some other witnesses who have requested 
to be heard. We feel that we should hear them. 

On Wednesday we are going to have four representatives from the 
labor organizations. It is our hope that after we have heard those 
witnesses that we will then conclude, officially, the public hearings 
on this railroad problem. 

With no more witnesses here this morning to be heard, we will all 
retire to our offices and get some long-overdue work done. 

We stand in recess until tomorrow morning. 

(Thereupon, at 10:35 a. m., the subcommittee was adjourned, to 
reconvene at 10 a.m., Tuesday, April 1, 1958.) 
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